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Notice to Readers
This Audit Risk Alert, prepared by the AICPA staff, is intended
to help you identify the significant business risks that may result
in the material misstatement of your client’s financial statements.
This Alert provides CPAs with an overview of recent economic,
business, regulatory and professional developments that may affect the audits and other engagements they perform.
This publication is an Other Auditing Publication as defined in
AU section 150, Generally Accepted Auditing Standards (AICPA,
Professional Standards, vol. 1). Other Auditing Publications have
no authoritative status; however, they may help the auditor understand and apply Statements on Auditing Standards (SASs).
If an auditor applies the auditing guidance included in an Other
Auditing Publication, he or she should be satisfied that, in his or
her judgment, it is both appropriate and relevant to the circumstances of his or her audit. The auditing guidance in this document has been reviewed by the AICPA Audit and Attest
Standards staff and published by the AICPA and is presumed to
be appropriate. This document has not been approved, disapproved, or otherwise acted on by a senior technical committee of
the AICPA.
Lori West, CPA
Technical Manager
Accounting and Auditing Publications

Copyright © 2007 by
American Institute of Certified Public Accountants, Inc.
New York, NY 10036-8775
All rights reserved. For information about the procedure for requesting permission
to make copies of any part of this work, please visit www.copyright.com or call
(978) 750-8400.
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Not-for-Profit Organizations Industry
Developments —2006/07
How This Alert Helps You
.01 This Audit Risk Alert (Alert) helps you plan and perform
your not-for-profit (NPO) organization audits. The information
delivered by this Alert assists you in achieving a more robust
understanding of the business and economic environment in
which your clients operate—an understanding that is more
clearly linked to the assessment of the risk of material misstatement in the financial statements. Also, this Alert delivers information about emerging practice issues and current accounting,
auditing, and regulatory developments.
.02 If you understand what is happening in the not-for-profit
industry, and you can interpret and add value to that information,
you will be able to offer valuable service and advice to your clients.
This Alert assists you in making considerable strides in gaining
and understanding that industry information.

Understanding the Organization and Its Environment
and Assessing Risks
.03 An auditor should obtain an understanding of relevant
industry, regulatory, and other external factors. These factors
include the following:
• Industry conditions
• The regulatory environment encompassing, among other
matters, relevant accounting pronouncements
• The legal and political environment
• Other external factors, such as general economic conditions
1
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.04 The not-for-profit industry may be subject to specific
risks of material misstatement arising from the nature of the business, the degree of regulation, or other external forces (for example, political, economic, social, technical, and competitive).
.05 The auditor should obtain an understanding of the organization’s objectives and strategies, and the related business risks
that may result in material misstatement of the financial statements. Business risks result from significant conditions, events,
circumstances, actions, or inactions that could adversely affect
the organization’s ability to achieve its objectives and execute its
strategies, or through the setting of inappropriate objectives and
strategies. An understanding of business risks increases the likelihood of identifying risks of material misstatement, although the
auditor does not have a responsibility to identify or assess all business risks. Many business risks could eventually have financial consequences and, therefore, affect the financial statements; however,
not all business risks give rise to risks of material misstatement.
.06 After gaining an understanding of the organization and
its environment, the auditor needs to make risk assessments at
the financial statement and relevant assertion levels based on that
understanding.
.07 Presented in this Alert are current business, economic,
regulatory, accounting, and auditing matters that may affect your
clients. Reading about these matters and properly addressing
them as necessary will help you gain a better understanding of
your client’s environment, will help you better assess risks of material misstatement of the financial statements, and could
strengthen the integrity of your audits.

Economic and Industry Developments
The State of the Economy

.08 One aspect of obtaining an understanding of the client
and the environment in which they operate is to develop a sense
of the economic situation during the period under audit. There
are many competing and conflicting factors affecting the United
2
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States economy. At the present time, the consensus is that the
economy is growing, but not quickly.
.09 An indicator of economic conditions is the U.S. gross domestic product (GDP) which measures output by labor and
property within the U.S. and increases as the economy grows.
The GDP was up by 3.3 percent in 2006. The overall pace of
growth is essentially the same as that of 2005 when GDP increased by 3.2 percent; however, the third and fourth quarters of
2006 produced annualized growth rates of only 2.0 percent and
2.2 percent, respectively, demonstrating a slowdown from the 5.6
percent expansion in the first quarter of 2006.
.10 The overall unemployment rate, which is a lagging indicator of economic conditions, has ranged from 4.4 percent to 4.8
percent during 2006 with an annual average of 4.6 percent representing just over 7 million people. The 2006 figures represent the
lowest annual rate and total number of jobless since 2000, according to statistics from the U.S. Department of Labor, Bureau
of Labor Statistics (BLS). During that period, from 2000 to
2006, 8 million new jobs were added. This data further demonstrates the economic growth the U.S. has experienced since the
beginning of 2006.
.11 The Consumer Price Index (CPI) is a measure of the
average change in prices over time of goods and services purchased by households. The CPI for All Urban Consumers (CPI-U)
and the Chained CPI for All Urban Consumers (C-CPI-U),
which cover approximately 87 percent of the total population
and include, in addition to wage earners and clerical worker
households, groups such as professional, managerial, and technical
workers; the self-employed; short-term workers; the unemployed;
retirees and others not in the labor force. The CPIs are based on
prices of food, clothing, shelter, fuels, transportation fares, charges
for doctors’ and dentists’ services, drugs, and other goods and services that people buy for day-to-day living. The CPI-U in January
2007 was 2.1 percent higher than in January 2006. This is a relatively low rate and indicates moderate price inflation levels.

3
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.12 According to the BLS, average gross weekly earnings increased 4 percent in 2006, which is the largest increase since 1997
and resulted in a per capita increase in disposable income of 1.8
percent for the year. The increase in disposable income along
with moderate inflation numbers may be a contributing factor to
a fourth quarter increase in the retail consumer spending rate of
4.1 percent over the same period in 2005. The excess of spending
over the growth in disposable income has further exacerbated the
negative savings trend over the past few years. Americans are
spending 1 percent more than they earn according to the U.S.
Department of Commerce, Bureau of Economic Analysis (BEA)
and Bureau of the Census (BC).
.13 The Federal Reserve has kept the federal funds rate, the
rate for overnight inter-bank loans, at five and a quarter percent
since June 2006. According to Federal Reserve Chairman, Ben
Bernanke, consumer spending strength has buoyed the economy
and should continue to do so in the near future. The stability in
the federal funds rate generally indicates a low to moderate growth
rate in both economic expansion and inflationary bellwethers.
.14 Energy prices, including natural gas and gasoline, were
explosive in 2006. Prices shot up 25 percent to 30 percent during
the first quarter and then dropped back down to beginning-ofthe-year levels early in the fourth quarter. The higher mid-year
prices impact almost every aspect of the economy from the cost
of office supplies to the cost of air and ground transportation.
.15 The housing market appears to be stopping to catch its
breath. The Case-Shiller price index showed a 0.4 percent increase in prices during 2006. On an inflation-adjusted basis, that
translates to a 1.6 percent decrease. A variety of opinions exist on
the direction the market will take in the next year. One effect of
the current slowdown is an increase in foreclosure rates. As low,
introductory mortgage rates expire and ratchet up payments,
many homeowners find themselves unable to make even the minimum payment on their loans. Refinancing existing loans may
not be an option due to lack of equity in the property or failure to
qualify as lenders tighten standards. Mortgage delinquency and
4
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foreclosure rates are up to levels last seen after the economic recession in 2001. The majority of delinquencies and foreclosures
are occurring in the subprime mortgage market, although, there
has been an increase in the midlevel credit or “Alt-A” market as
well. As a result, several lenders who cater to the subprime segment have ceased operations.
The State of Not-for-Profits

.16 The not-for-profit sector is a growth industry. According
to a study by the National Center for Charitable Statistics at the
Urban Institute that covered the period from 1994 to 2004, the
total number of not-for-profits recognized by the Internal Revenue Service (IRS) increased by 27 percent and assets increased
by 90.7 percent. Contributions to these groups in 2005 topped
$260 billion and 65 million people in the U.S. did volunteer
work for them. As of September 30, 2006, there were 1.6 million
not-for-profit organizations registered with the IRS.
.17 Not-for-profit organizations continue to face challenges
including continuing demands for accountability from the public
and the legislative community. The ongoing demands for accountability have led to the voluntary implementation of SarbanesOxley or similar regulations by some not-for-profit organizations
and further discussion of future expansion of those or similar regulations to not-for-profits.
.18 The auditor should be aware of regional conditions as
well as national conditions when establishing expectations for
financial results. This is especially true for the not-for-profit sector in that 70 percent to 80 percent of charitable contributions
are for local causes. The health of the local labor market can also
have a substantial impact on donations.
Governance and Accountability
.19 Since 2002 when the Sarbanes-Oxley law was enacted
there have been a number of accounting fraud cases that have
come to light. Many attribute the increase to improved detection
as a result of the stringent internal control testing requirements
5
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and other provisions of the law such as whistle-blower hotlines.
While there are provisions that currently apply to both publiclyheld companies and not-for-profits, there has been discussion of
the applicability and practicality of expanding more of the provisions to include not-for-profit organizations. Some very large
not-for-profit organizations have voluntarily adopted some of the
provisions of Sarbanes-Oxley, either as a result of expectations
from their corporate board members or in an effort to improve
governance and accountability practices.
.20 According to a recent survey conducted in 2006, 54 percent of not-for-profit organizations that participated in the survey have made changes to their policies with the goal of
improving governance and accountability. The policies that the
majority are rewriting or establishing include conflict-of-interest,
investment, code-of-ethics, records-retention, and new board
member policies. Nearly two-thirds of those surveyed have also
developed an accounting policies and procedures manual, established an audit committee to oversee the financial statement audit
and monitor internal controls, and have included a certified public accountant on their governing board or audit committee. Additionally, reporting policies have been strengthened at some
organizations through implementation of some form of certification of the financial statements by the executive director and
board president or treasurer.
.21 The IRS has issued a discussion draft titled Good Governance Practices for 501(c)(3) Organizations which is available on
the IRS Web site at: www.irs.gov/charities/charitable/article/
0,,id=167626,00.html. In this document the IRS suggests a variety of areas that not-for-profit organizations can consider in an
effort to promote good governance practices. In addition to the
items mentioned earlier in this section, the IRS recommends a review of the organization’s mission statement and governance
practices including organizational transparency, compensation
practices, and board member responsibilities in the areas of due
diligence and duty of loyalty.

6
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Corporate Sponsors
.22 Corporate giving continues to rise; although it represents
only 5.3 percent of the total giving in 2005. Corporate contributions increased 22 percent from 2004 to $13.77 billion in 2005,
much of which can be tied to disaster relief efforts; more than
one-third of corporate giving is “in-kind”. In some circumstances, resources received from corporations are advertising or
sponsorship arrangements, rather than contributions and often
then strings are attached to the funds. The corporation may have
specific requirements in return for those funds, such as naming
opportunities, discounted access to services, and advertisement of
the company, among others. Not-for-profits must be sure that
the goals of their sponsors do not conflict with the goals and mission of their organization.
Funding Administrative Costs
.23 Foundations, corporations, and individuals may have different priorities when it comes to selecting an NPO to support.
Some may consider the organization’s mission, its reputation, the
number of people served, or even who else supports them, but
the one factor that most often receives consideration is the percentage of each dollar that is spent on programs. Many donors
have the perception that the biggest impact they can make with
their contribution is by only supporting programmatic activities.
Operating expenses such as the accounting department, maintenance and utilities, and the executive management staff must
therefore be supported by unrestricted dollars. As a result, organizations and their auditors should be careful to understand the administrative allocation process, as overhead costs cannot be
charged against gifts that prohibit that funding.
Volunteers
.24 The Independent Sector announced that the 2006 estimate for the value of a volunteer hour is $18.77. A recent study
conveys the fact that there are approximately 6 million active volunteers at the core of many not-for-profit organizations. These
volunteers are contributing 15 million hours which equates to a
value of close to $284 million in volunteer labor. As indicated by
7
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these statistics, retaining volunteers is an integral part of many
not-for-profit organizations.
.25 The USA Freedom Corps was established by the President
of the United States in early 2007 as a response to a 7 percent decrease in volunteerism from 2005 to 2006. In part, the decrease
may be a result of the 31 percent of baby boomers that do not return
to volunteer their time after the first year of service. Retention of
volunteers can be seen as a significant problem for organizations.
Frequently, the NPO has invested resources such as staff time in
the recruiting and training process for volunteers just as they would
for paid staff. A similar rate of turnover among employees would be
considered a significant problem in most organizations.
Changing Face of Donors
.26 There has been an increase in the desire for control and “a
say in” the direction of the mission of organizations by young
donors. Though no statistics are available, a general belief is that
the younger affluent donors want to participate as donors and
volunteers to the organizations they support more than their
older counterparts. They are more likely to want elements of
control as conditions of their gifts.
Retiring Work Force
.27 The demographic shift in the workplace, as baby boomers
near retirement, is impacting the not-for-profit sector. Surveys indicate that 50 to 70 percent of executive directors plan to leave
within 5 years. Many are founders and leaders, closely identified
with their organizations.
.28 As the sector already suffers from fragile infrastructures,
the transitions are expected to be hugely disruptive. Many organizations devote resources to programmatic functions, and do not
have “executives in training” to replace these positions. Succession
planning is not seen as a priority.
Cyber Donations
.29 As the internet becomes the quick and easy means of providing access to information, it has also become a tool to expand
the audience of not-for-profit organizations. As you surf the net
8
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you will find Web sites for thousands of not-for-profits and on
most of them will be the opportunity to contribute. Many of
these organizations make use of services such as PayPal to permit
donors to charge online donations to credit or debit cards. The
money is then placed in an account similar to a bank account in
the organization’s name and a fee is deducted. At some future
time the money is then electronically transferred to another bank
account as specified by the NPO. This may be an area that auditors find worthy of attention in that the non-profit’s internal controls over these accounts may not be as thorough as those for
deposit accounts at brick and mortar banks.
Ethics Rules Overhaul
.30 Lawmakers cannot accept gifts from groups that employ
lobbyists. Currently, it is still unclear whether charities are included
in these new rules; thus, this has led to confusion around charitable
events, as lawmakers and charities are unclear whether meals, gift
bags, or spousal attendance of events violates these rules.
Mission Related Investments
.31 There has been an increased focus on socially responsible
investing. “Mission investing” has been defined as making loans to
not-for-profit groups, engaging in shareholder activism to influence
corporations’ policies, investing in companies that seek to make
money and solve a social or environmental problem, and screening
stocks to align a fund’s investments with its philanthropic mission
by the FSG Social Impact Advisors, formerly known as Foundation Strategy Group. For instance, some foundations may not opt
to invest in tobacco companies or may make a concerted effort to
purchase stock in businesses that are environmentally friendly.

Regulatory and Legislative Developments
NPO Audits Performed Under Government Auditing Standards
and Circular A-133

.32 Not-for-profits may receive federal or state assistance that
results in additional audit requirements. For example, they will
be required to comply with Government Auditing Standards
9
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(GAS, also referred to as the Yellow Book). In addition, auditors
may be required to perform a single audit and comply with applicable rules. A single audit is an audit of an entity’s federal financial assistance, as required by the Single Audit Act
Amendments of 1996 (the Act), and Office of Management and
Budget (OMB) Circular A-133, Audits of States, Local Governments, and Non-Profit Organizations (Circular A-133).1
.33 When performing audits under Government Auditing
Standards or single audits, auditors should refer to the guidance in
AICPA Audit Guide Government Auditing Standards and Circular
A-133 Audits (GAS/A133 Guide). That Guide is updated each
year for conforming changes. The 2007 update to the GAS/A133
Guide is expected to be issued in June 2007 (product number
012747kk). Auditors should also refer to the AICPA Audit Risk
Alert, Government Auditing Standards and Circular A-133 Audits—
2007 (product number 022457kk) for further developments.
Internal Revenue Service Activities

New Law Revised Exempt Organization Tax Rules, Pension
Protection Act of 2006
.34 On August 17, 2006, the President signed the Pension
Protection Act of 2006. The new law contains numerous changes
to the tax law provisions affecting tax-exempt organizations.
.35 The key provisions of the legislation include the following:
• Controlling organizations must report income from and
loans to controlled organizations as well as transfers between controlled and controlling organizations. This provision is effective for returns due (without regard to
extensions) after the date of enactment.
• Section 501(c)(3) organizations that file unrelated business income tax returns (Forms 990-T) must now make
them available for public inspection. This provision is effective for returns filed after the date of enactment.
1. Instead of a single audit, under certain circumstances, program-specific audits may
be conducted.

10
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• Private foundation and excess benefit penalty excise taxes
are doubled.
• Donor advised funds, supporting organizations, and credit
counseling organizations are subject to new requirements.
Donor advised funds and supporting organizations will be
subject to continued federal study.
– Supporting organizations that want to change their public
charity classification should follow the procedures outlined in Announcement 2006-93 at www.irs.gov/pub/
irs-drop/a-06-93.pdf.
– Notice 2006-109 provides interim guidance on issues
affecting supporting organizations and sponsoring organizations of donor advised funds. Go to link www.irs.gov/
pub/irs-drop/n-06-109.pdf.
• Applicable exempt organizations are subject to new reporting requirements when they acquire life insurance contracts
that are structured to give both the exempt organization and
private investors an interest in the contract. For purposes of
this reporting requirement, applicable exempt organizations
include governmental organizations (including Indian Tribal
Governments) and employee stock ownership plans.
– Notice 2007-24 at www.irs.gov/pub/irs-drop/n-0724.pdf requests public comments on Forms 8921 and
8922 which will be used to satisfy this requirement as well
as to gather data for the study mandated by Congress.
• Individual Retirement Account (IRA) owners age 70½ or
older are permitted to directly transfer tax-free, up to
$100,000 per year to an eligible charity.
– Notice 2007-7 at www.irs.gov/pub/irs-drop/n-07-07.pdf
clarifies several issues related to this provision.
• Charitable contribution deductions for food, books, and
certain conservation property are increased.
• Starting in 2007, donors must maintain written documentation (cancelled check, or communication from the donee)
for all contributions—even cash put in a church collection
plate, not just contributions over $250, if they want to take
11
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an income tax deduction for the gift. Organizations should
try to ensure that donors are aware of this new requirement.
• Charitable contribution deductions for monetary donations, certain easements, taxidermy property, clothing and
household goods, and certain other items are limited.
– Notice 2006-96 at www.irs.gov/pub/irs-drop/n-0696.pdf provides guidance regarding appraisal requirements for noncash charitable contributions, including
transitional guidance relating to the definitions of qualified
appraisals and qualified appraiser.
– Notice 2006-110 at www.irs.gov/pub/irs-drop/n-06110.pdf provides guidance on new recordkeeping requirements for charitable contributions made through
payroll deductions.
– The IRS highlighted changes that may affect charitable
giving in News Release IR-2006-92 at www.irs.gov/
newsroom/article/0,,id=164997,00.html.
• Beginning in 2008, exempt organizations with gross receipts under $25,000 must file an annual notice. The IRS
Web site indicates that the IRS is currently proposing an
annual electronic notice—e-postcard Form 990-N (see www.
irs.gov/charities main page).
Changes to the 2006 Form 990
.36 Certain provisions of the Pension Protection Act of 2006
result in new reporting requirements for Forms 990, 990-EZ,
990-PF, 990-T, and 4720. As a result the instructions to the 2006
Forms 990, 990-EZ, and Schedule A have been revised to incorporate those significant changes in an effort to address the legislation enacted in 2006.
.37 The following are highlights of the significant changes.
.38 Family and Business Relationships of Officers, Directors,
Trustees and Key Employees
• The definitions of family and business relationships used
for purposes of completing Form 990, line 51 must now
12
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also be used for purposes of completing Form 990, line
75b. See pages 32 and 35 of the Form 990 Instructions.
.39 Compensation of Officers, Directors, Trustees and Key
Employees From Related Organizations
• The definition of related organization (used for purposes of
completing Form 990, line 75c) is clarified by listing 8 specific relationships. See page 35 of the Form 990 Instructions.
• The definition of related organization excludes certain bank
or financial institution trustees and certain common independent contractors.
• Organizations no longer have to report the amount of
compensation where (1) the organization conducts joint
programs or shares facilities or employees, (2) one or more
persons exercise substantial influence over two organizations, and (3) volunteers control two organizations.
• The definition of substantial influence is clarified by referencing Internal Revenue Code section 4958(f )(1) and
Regulations section 53.4958-3.
.40 Supporting Organizations
• A supporting organization must now generally file Form
990 (or Form 990-EZ, if applicable) even if its gross receipts are normally less than $25,000. See page 2 of the
990 Instructions.
• A supporting organization must provide additional information on Schedule A, page 3. See page 7 of Schedule A
instructions.
.41 Organizations Maintaining Donor Advised Funds
• Organizations maintaining donor advised funds must
complete new lines 1a and 22a on Form 990. See pages 23
and 28 of Form 990 Instructions.
• Organizations maintaining donor advised funds must
complete new lines 4a through 4g on the Schedule A. See
pages 3 and 4 of the Schedule A Instructions.
13
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.42 Organizations with Controlled Entities
• Organizations with controlled entities must file Form 990
even if their gross receipts are normally less than $25,000.
See page 2 of the Form 990 Instructions.
• Organizations with controlled entities must file Form 990
even if their gross receipts are normally less than $25,000.
See pages 2 and 41 to 42 of the Form 990 Instructions and
Code section 512(b)(13).
.43 Organizations Paying Travel and Entertainment Expenses
for Government Officials
• Organizations paying travel and entertainment expenses
for federal, state and local government officials and their
family members must separately report certain payments
on Form 990, line 43 as described on page 30 of Form 990
Instructions.
.44 Organizations With Conservation Easements
• An organization receiving or holding conservation easements must complete Schedule A, line 3c and attach a
schedule with the information described on page 3 of the
Schedule A Instructions.
IRS, Treasury Issue Priority Guidance Plan for 2007
.45 Fiscal year 2007 priorities will include a number of ongoing projects as well as the beginning of some new projects. In addition, the enactment of the Tax Increase Protection and
Reconciliation Act of 2005 and the Pension Protection Act of
2006, which contains significant changes to the laws that govern
tax-exempt organizations, will require substantial time and resource commitments to implement the changes as well as provide
guidance, education, and outreach.
.46 New projects for fiscal year (FY) 2007 include:
• Implementing new legislation
• Gaming
• Employment taxes
• Telephone excise tax refund
14
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• Community foundations
• College and university unrelated business income tax
(UBIT)
.47 Among the ongoing projects, the Form 990 redesign continues with a goal of having a draft form and instructions available for comment in 2007.
.48 The joint endeavor among the Chief Counsel and Treasury will continue in an effort to provide new guidance on topics
that further the strategic goals of the IRS as well as topics that are
of concern to the not-for-profit community. In particular, the FY
2007 Priority Guidance Plan includes:
• Guidance on political activities by section 501(c)(3) organizations.
• A revenue procedure on processing exemption applications
that will replace Revenue Procedure 90-27.
• Final regulations under sections 501(c)(3) and 4958 on revocation standards. (Proposed regulations were published
on September 9, 2005.)
• Guidance on advance and definitive rulings for publicly
supported organizations.
• Guidance under section 509(a)(3) regarding supporting
organizations.
• Guidance under section 527(l) with respect to the reasonable cause standard for penalties imposed on political organizations for failing to comply with notice and reporting
requirements.
• Regulations under section 529 regarding qualified tuition
programs.
• Guidance on section 516 of the Tax Increase Prevention
and Reconciliation Act of 2005, regarding the involvement
of accommodation parties in tax shelter transactions.
.49 Quality education and outreach programs will continue
to be provided including:
15
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• A new interactive web-based training program modeled on
our Small and Mid-Size Exempt Organizations workshop
• Information on the new legislative changes
• Phone forums on the hottest topics
• Updates to the Charities and Non-Profits page on www.
irs.gov
.50 Readers may go to www.irs.gov/pub/irs-tege/fy07_
implementing_guidelines.pdf to view the FY 2007 Exempt Organizations (EO) Implementing Guidelines document in its entirety.
Exemption Application Form for Charities Revised
.51 The exemption application form 1023 used to apply for
section 501(c)(3) exemption has been updated to incorporate
new user fee information.
.52 A document containing the changes can be found at www.irs.
gov/pub/irs-tege/2006_form_1023_notice_11-13-06.pdf.
Frequently Asked Questions About Exempt
Organizations Revised
.53 Additional frequently asked questions (FAQs) about issues
of interest to the general public regarding exempt organizations
have been posted to www.irs.gov/charities/article/0,,id=96583,
00.html.
Information for Tax Professionals and E-Filing
.54 Tax professionals who plan to file Forms 990, 990-EZ,
990-PF, or 1120-POL electronically must submit a new or revised
electronic IRS e-file application using the electronic e-services application. This is a one-time registration process and you must
apply at least 45 days before you plan to file electronically. Go to
www.irs.gov/taxpros/article/0,,id=109646,00.html for additional
information.
Report on Exempt Organizations Executive Compensation
Compliance Project—Parts I and II issued in March 2007
.55 In 2004, the IRS, through the Exempt Organizations Office of the Tax Exempt and Government Entities Division (EO),
16
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implemented the Executive Compensation Compliance Initiative
(the Project). The Project encompassed Forms 990 and related returns for tax years beginning in 2002, and was divided into three
parts. The report discusses Part I, involving compliance check letters sent to 1,223 organizations, and Part II, a separate project involving examinations of 782 organizations. Approximately 10
percent of the examinations remain open. Part III was initiated
based on information gathered in Part II, and is ongoing as work
is continued in the executive compensation compliance area.
.56 The Project revealed mixed results regarding reporting
and compliance by the contacted organizations. The compliance
checks uncovered significant reporting errors and omissions in
specific areas, particularly excess benefit transactions and transactions with disqualified persons, as well as potential compliance issues related to loans made to officers.
.57 On the other hand, the examinations closed thus far have
indicated that those selected for examination generally were compliant with section 4958 and private foundation self-dealing
rules. However, breaches of the rules were uncovered, such as excessive compensation to executives and officers which resulted in
tens of millions of dollars in penalties. More than 30 percent of
the 1,223 organizations that received letters by the Exempt Organizations Office of the IRS amended their form 990 as a result.
The IRS then selected 782 organizations to be examined. Forty
people in 25 organizations were assessed penalties totaling more
than $21 million. Besides lavish salaries and bonuses, the examinations uncovered payments for meals, gifts, automobiles and
even vacation homes not reported as compensation.
.58 Internal Revenue Code Section 4958 imposes an excise
tax of 25 percent of an “excess benefit” provided by an exempt organization to a person who exercises or is in a position to exercise
substantial influence over the organization’s affairs. If the excess
benefit is not corrected within the tax period in which it is
initially assessed, the penalty increases to 200 percent. An excess
benefit is one that exceeds the value of a person’s service to the
organization. Section 4958 also imposes a 10 percent penalty on
excess benefits to officers, directors or trustees of organizations.
17
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.59 The Report includes a summary of findings, background
information, methodology, detailed findings for Part I, compliance
check results and Part II, examination results, as well as lessons
learned and recommendations. Readers should go to www.irs.gov/
pub/irs-tege/exec._comp._final.pdf to view the complete report.
New Electronic Filing Requirement for Small Tax-Exempt
Organizations–Annual Electronic Notice—e-Postcard
(Form 990-N)
.60 Beginning in 2008, small tax-exempt organizations that
previously were not required to file returns may be required to file
an annual electronic notice, Form 990-N, Electronic Notice (ePostcard) for Tax-Exempt Organizations not required to file
Form 990 or 990-EZ. This filing requirement applies to tax periods beginning after December 31, 2006.
.61 Small tax-exempt organizations, whose gross receipts are
normally $25,000 or less, are not required to file Form 990, Return
of Organization Exempt From Income Tax, or Form 990-EZ,
Short Form Return of Organization Exempt from Income Tax.
With the enactment of the Pension Protection Act of 2006
(PPA), these small tax-exempt organizations will now be required
to file electronically Form 990-N, also known as the e-Postcard,
with the IRS annually. Exceptions to this requirement include
organizations that are included in a group return, private foundations required to file Form 990-PF, and section 509(a)(3) supporting organizations required to file Form 990 or Form 990-EZ.
.62 For additional information go to www.irs.gov/charities/article/
0,,id=169250,00.html.
Other Technical Guidance for Tax Exempt Entities
Definition of “Party” and Allocation of Net Income or Proceeds
for Purposes of Section 4965
.63 Notice 2007-18 provides guidance under section 4965 of
the Internal Revenue Code to tax-exempt entities described in
section 4965(c) regarding whether they are parties to a prohibited
tax shelter transaction. This notice also provides guidance to taxexempt entities described in sections 4965(c)(1), (2), and (3) that
18
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are subject to tax under section 4965(a) regarding the allocation
to various periods of net income or proceeds attributable to a prohibited tax shelter transaction. To view the notice in its entirety,
readers should go to www.irs.gov/pub/irs-drop/n-07-18.pdf.
Furthermore it will be included in the IRB 2007-9 dated February 26, 2007.
Refund for Federal Telephone Excise Tax Paid
.64 The Telephone Excise Tax Refund (TETR) is a one-time
payment available on the 2006 federal income tax return. It is designed to refund previously collected long distance telephone taxes.
Individuals, businesses and tax-exempt organizations are eligible
to request it by attaching Form 8913 (Credit for Federal Telephone Excise Tax Paid) to a tax form. The Form 990-T instructions illustrate how to complete the form when it is filed only to
request this credit. Forms and instructions are available on-line at
www.irs.gov/charities/article/0,,id=164585,00.html.
New Internet-Based Workshop for Exempt Organizations
.65 The IRS has launched a new Web-based version of its
popular Exempt Organizations Workshop covering tax compliance issues confronted by small and mid-sized tax exempt organizations.
.66 The free online workshop—Stay Exempt—Tax Basics for
501(c)(3)s—consists of 5 interactive modules on tax compliance
topics for exempt organizations:
• Tax-Exempt Status—How can you keep your 501(c)(3) exempt?
• Unrelated Business Income—Does your organization generate taxable income?
• Employment Issues—How should you treat your workers
for tax purposes?
• Form 990—Would you like to file an error-free return?
• Required Disclosures—To whom do you have to show your
records?
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.67 Users can access this new training program at www.
stayexempt.org. Users can complete the modules in any order
and repeat them as many times as they like. The online training
Web site does not require registration and its visitors will remain
anonymous.
EO Executive Compensation Project Report
.68 A report of findings of the Exempt Organizations Executive
Compensation Compliance Project has been issued. Go to the following link to view the March 2007 findings of the compliance
project www.irs.gov/pub/irs-tege/exec._comp._final.pdf.
Listing of Published Guidance—2007
.69 Readers should be aware the IRS Web site contains a digest of exempt organizations’ published guidance issued in 2007
at www.irs.gov/charities/content/0,,id=165801,00.html. The
published guidance includes Treasury Regulations, Revenue Rulings,
Revenue Procedures, and Notices and Announcements of recently
published issues of interest to tax-exempt organizations.
.70 Additionally, the IRS Web site also contains an archive
which presents digests of IRS published guidance items of interest
to tax-exempt organizations. The archived guidance can be found
at www.irs.gov/charities/article/0,,id=151053,00.html.
Group Exemptions Publication Available
.71 The IRS Tax Exempt and Government Entities Division
issued publication 4573, Group Exemptions, which answers
questions about the rules and procedures for group exemptions.
The publication is available at www.irs.gov/pub/irs-tege/p4573.
pdf.
.72 Group exemptions are sometimes issued by the IRS to
recognize a group of organizations as tax-exempt if they are affiliated with a central organization. This avoids the need for each of
the organizations to apply for exemption individually. A group
exemption letter has the same effect as an individual exemption
letter except that it applies to more than one organization.
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A Charity Scam is Included in the IRS’s Dirty Dozen
.73 The IRS’s “dirty dozen” for 2007 continues to include the
following scam that is designed to exploit the laws governing
charitable organizations. Readers should be aware of arrangements involving charities and not-for-profit organizations that
continue to remain high on the 2007 IRS dirty dozen tax scam
list.
.74 Abuse of Charitable Organizations and Deductions:
(number 10 on the tax scam list) The IRS continues to observe
the use of tax-exempt organizations to improperly shield income
or assets from taxation. This can occur when a taxpayer moves assets or income to a tax-exempt supporting organization or donoradvised fund but maintains control over the assets or income.
Contributions of non-cash assets continue to be an area of abuse,
especially with regard to overvaluation of contributed property.
In addition, the IRS is noticing the return of private tuition payments being disguised as charitable contributions to religious organizations.
Independent Sector

.75 The Panel on the Nonprofit Sector, convened by the Independent Sector, submitted a final report to Congress and the
Nonprofit Sector in June 2005 in response to a request from the
Senate Finance Committee. As discussed in last year’s Alert, the
final report included and expanded the ideas contained in the
Panel’s March 1, 2005, Interim Report, and included an overview
of the charitable community, including its achievements, scope,
and existing programs to improve ethics and accountability. The
focal point of the report was the 120 or so recommendations for
action by Congress, the IRS, and charitable organizations for improving transparency and governance, while stressing the need to
maintain a balance between legitimate oversight and protecting
the independence that charitable organizations need to remain
innovative and effective.
.76 Readers can view the final report in its entirety at www.
nonprofitpanel.org/final/Panel_Final_Report.pdf.
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.77 In April 2006, the Panel on the Nonprofit Sector released
additional recommendations to Congress as part of its continuing effort to strengthen the accountability of the nation’s 1.3 million charitable organizations. The Supplemental Report focused
on 9 areas, including international grantmaking and charitable
solicitation.
.78 Readers can view the supplement to the final report in its
entirety at www.nonprofitpanel.org/supplement/Panel_Supplement
_Final.pdf.
.79 The recommendations in these reports helped to shape the
not-for-profit reforms legislated as part of the Pension Protection
Act of 2006. (See “Internal Revenue Service Activities” section of
the Alert.)
.80 In March 2007, the Panel released Draft Principles for
Effective Practice, which were developed by its Advisory Committee on Self-Regulation of the Charitable Sector. After reviewing various marketplace standards and principles, the committee
developed principles of effective practice that all charitable organizations should consider adopting. These draft principles can be
accessed as follows: www.nonprofitpanel.org/selfreg/All_Principles
_Revised.pdf
.81 Comments were initially requested to be received by
March 30, 2007 but the advisory committee indicates that it continues to welcome feedback. A final report will be issued late
spring 2007 based on comments received.
.82 The Panel is also continuing to study recommendations
for improvements to Form 990, 990-PF, and uniform financial
standards and reports.
Uniform Prudent Management of Institutional Funds Act Update

.83 As discussed in last year’s alert the profession continues to
monitor the development and the enactment of the Uniform
Prudent Management of Institutional Funds Act (UPMIFA). On
February 12, 2007 the UPMIFA, which provides a major overhaul of proposed legislation pertaining to charitable institutions,
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was approved by the American Bar Association’s House of Delegates. The Act was drafted and approved by the National Conference of Commissioners on Uniform State Laws (NCCUSL) in
2006.
.84 At the time the Alert was written, the following two states
had adopted the Act:
• Utah
• South Dakota
.85 Furthermore, the Act had been introduced into the following jurisdictions:
• Connecticut
• Idaho
• Indiana
• Kentucky
• Minnesota
• Montana
• Nebraska
• Nevada
• Oklahoma
• Oregon
• Tennessee
• Texas
• U.S. Virgin Islands
.86 Readers can access the most recent UPMIFA update at www.
nccusl.org./Update/CommitteeSearchResults.aspx?committee
=288. Furthermore the July 2006 final Act document can be
viewed at www.law.upenn.edu/bll/ulc/umoifa/2006final_act.
htm.
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Other Regulatory Activities

.87 Listed below are links to documents of interest for notfor-profit organizations not discussed elsewhere in the Alert.
Readers should continue to monitor all activity revolving around
the not-for-profit sector.
1. Principles of International Charity (March 2005) www.
indepndentsector.org/programs/gr/CharityPrinciples.pdf
2. Voluntary Treasury Anti-Terrorist Financing Guidelines
(October 2006) www.ustreas.gov/press/releases/reports/
0929%20finalrevised.pdf
3. Council on Foundations requests withdrawal of Anti-Terrorist
Financing Guidelines and the substitution of the Principles of
International Charity (letter dated December 18, 2006) www.cof.
org/Action/content.cfm?ItemNumber=8998&navItem
Number=2466#Sixth
4. Political Activity and Disclosure Requirements (March
2006) Congressional Research Library Report RL-33377
www.ncseonline.org/NLE/CRSreports/06May/RL33377.
pdf
5. Tax Relief and Health Care Act of 2006 (December 20, 2006)
www.pgdc.com/usa/print_item/?itemID=390921
6. IRS Charitable Rollover Clarification by the IRS (January
2007) Notice 2007-05 www.irs.gov/irb/2007-05_IRB/ar11.
html

Audit and Attestation Issues and Developments
Alternative Investments

.88 Over the past several years, allocation of NPO assets to
alternative investments has grown significantly. Although not a
defined term in generally accepted accounting principles
(GAAP), the term alternative investments generally refers to investments for which a readily determinable fair value does not
exist. Such investments include hedge funds, private equity
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funds, venture capital funds, real estate funds, as well as bank
common and collective trust funds. Some of the NPOs invest in
a single alternative investment while others have portfolios of
hundreds of alternative investments.
.89 Alternative investments can present challenges with respect to obtaining sufficient appropriate audit evidence in support of the existence and valuation assertions, because of the lack
of readily determinable fair value for these investments and the
limited information generally provided by fund managers. In July
2005, the Auditing Standards Board’s Audit Issues Task Force issued Interpretation No. 1 to AU Section 332, “Auditing Investments in Securities Where a Readily Determinable Fair Value
Does Not Exist” (AICPA, Professional Standards, vol. 1, AU sec.
9332.01–.04) (the Interpretation), which interprets SAS No. 92,
Auditing Derivative Instruments, Hedging Activities, and Investments in Securities (AICPA, Professional Standards, vol. 1, AU sec.
332). The Interpretation provides auditing guidance related to
the existence and valuation assertions for investments in securities
where readily determinable fair values do not exist.
.90 In July 2006 the AICPA issued a nonauthoritative practice aid, “Alternative Investments—Audit Considerations” (the
Practice Aid) to provide additional guidance on the existence and
valuation assertions associated with alternative investments. The
guidance may be useful to both financial statement preparers and
the auditor. The Practice Aid describes management’s responsibility for establishing a valuation process and the related internal
control. Appendix 2 to the Practice Aid contains illustrative examples of due diligence, ongoing monitoring and financial reporting controls.
.91 The Practice Aid reminds auditors that their audit approach is based on an assessment of the risk of material misstatement of the financial statements. It states that the risk assessment
with respect to alternative investments depends on the particular
facts and circumstances, including (1) the significance of alternative investments to the financial statements as a whole; (2) the
nature, complexity, and volatility of the underlying investments;
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(3) the nature and extent of management’s process and related internal controls associated with the valuation of alternative investments; and (4) the nature and extent of information available to
management to support its valuation process and conclusions. It
also describes the relationship between the auditor’s risk assessment and the sufficiency and appropriateness of audit evidence.
The Practice Aid indicates that the auditor’s understanding of
management’s process for determining estimated fair value affects
the nature, timing and extent of audit procedures, and it provides
example approaches. Appendix 1 to the Practice Aid also contains
an example confirmation for alternative investments. The Practice Aid also reminds auditors that if the auditor is unable to obtain sufficient appropriate evidence to support the financial
statement assertions, it will be necessary to qualify or disclaim an
opinion due to a scope limitation.
.92 The Practice Alert is available at: www.aicpa.org/Professional
+Resources/Accounting+and+Auditing/Audit+and+Attest+
Standards/Practice+Aids+and+Tools/alternative_ investments.
htm.
The Auditor’s Communication With Those Charged
With Governance

.93 In December 2006, the Auditing Standards Board issued
SAS No. 114, The Auditor’s Communication With Those Charged
With Governance (AICPA, Professional Standards, vol. 1, AU sec.
380), which supersedes SAS No. 61, Communication With Audit
Committees (AICPA, Professional Standards, vol. 1, AU sec. 380),
as amended. The new SAS establishes standards for the matters
required to be communicated by the auditor with those charged
with governance in relation to an audit of financial statements,
the form and timing of that communication, and to whom the
matters should be communicated. The new SAS applies to all entities regardless of size, ownership, or organizational structure.
.94 Paragraph 3 of SAS No. 114 has particular relevance to
not-for-profit organizations as it defines those charged with governance. Those charged with governance are defined as the person(s)
with responsibility for overseeing the strategic direction of the
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entity and obligations related to the accountability of the entity.
This includes overseeing the financial reporting process. In some
cases, those charged with governance are responsible for approving the entity’s financial statements (in other cases management
has this responsibility). For entities with a board of directors, this
term encompasses the term board of directors or audit committee
used elsewhere in generally accepted auditing standards.
.95 SAS No. 114 recognized the importance of effective twoway communication to the audit. It provides a framework for the
auditor’s communication with those charged with governance
and identifies some specific matters to be communicated with
them. Additional matters to be communicated are identified in
other SASs which are reflected in Appendix A of SAS No. 114.
.96 Paragraph 5 of SAS No. 114 states that the auditor must
communicate with those charged with governance matters related to the financial statement audit that are, in the auditor’s
professional judgment, significant and relevant to the responsibilities of those charged with governance in overseeing the financial
reporting process.
Identifying Those Charged With Governance
.97 The auditor should determine the appropriate person(s)
within the entity’s governance structure with whom to communicate. The appropriate person(s) may vary depending on the matter to be communicated. Governance structures vary by entity,
reflecting influences such as size and ownership characteristics.
.98 Since there is such diversity it is not possible for SAS No.
114 to specify for all audits the person(s) with whom the auditor
is to communicate particular matters. Furthermore, in some cases
the appropriate person(s) with whom to communicate may not
be clearly identifiable from the engagement circumstances, for
example, entities where the governance structure is not formally
defined, such as some family-owned entities, some not-for-profit
organizations, and some government entities. The auditor’s
understanding of the entity’s governance structure and processes
obtained in accordance with SAS No. 109, Understanding the
Entity and Its Environment and Assessing the Risks of Material
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Misstatement (AICPA, Professional Standards, vol. 1, AU sec.
314), is relevant in deciding with whom to communicate matters. When the appropriate person(s) with whom to communicate are not clearly identifiable, the auditor and the engaging
party should agree on the relevant person(s) within the entity’s
governance structure with whom the auditor will communicate.
.99 Paragraphs 29–33 of SAS No. 114 add requirements to
communicate an overview of the planned scope and timing of the
audit. Paragraph 64 of SAS No. 114 also requires significant matters communicated with those charged with governance to be
documented.
.100 SAS No. 114 is effective for audits of financial statements for periods beginning on or after December 15, 2006.
Practice Implications Related to the Revisions Made by SAS No. 112

.101 In May 2006, the AICPA Auditing Standards Board (ASB)
issued SAS No. 112, Communicating Internal Control Related
Matters Identified in an Audit (AICPA, Professional Standards, vol.
1, AU sec. 325). SAS No. 112 establishes standards and provides
guidance on communicating matters related to an entity’s internal control over financial reporting (internal control) identified
in an audit of financial statements. SAS No. 112 supersedes SAS
No. 60, Communication of Internal Control Related Matters Noted
in an Audit (AICPA, Professional Standards, vol. 1, AU sec. 325), as
amended. The new SAS is applicable whenever an auditor expresses
an opinion on financial statements (including a disclaimer of
opinion) and is effective for audits of financial statements for
periods ending on or after December 15, 2006.
How the Revisions Will Affect Practice
.102 As you gain a better understanding of what needs to be
communicated to management and those charged with governance, you may find that there will be more control deficiencies
that you:
1. Identify as significant deficiencies and material weaknesses
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2. Communicate to management and those charged with
governance
.103 You may emphasize and therefore spend more time evaluating identified control deficiencies than you did in the past.
Discussions With Management and Others
.104 The new requirements of SAS No. 112 may change perceptions regarding the auditor’s role in the client’s internal control. You may have to explain to your clients that you, the auditor,
cannot be a part of their internal control. Only the client—not
the auditor—can correct control deficiencies; however, a CPA
firm other than the auditor can be part of a client’s internal control. This may raise new questions regarding the role of outsourcing in achieving management’s internal control objectives.
.105 You may be called upon to hold discussions with management and other users of your written communication, such as
regulators, to explain why the nature and extent of the internal
control matters communicated to management and those
charged with governance are different from the matters communicated in prior years. One reason is that the definitions have
changed because of the introduction of the term significant deficiencies and its definition as well as a new definition of material
weaknesses. Another reason is that you have to include significant
deficiencies and material weaknesses identified and communicated in previous years in your written communication as long as
these deficiencies have not been remediated. You may need to explain to management and other users that you are required to inform them of the significant deficiencies and material weaknesses
every year as long as those deficiencies still exist.
.106 You may also need to hold discussions with management and other users who ask how you were able to express a
clean opinion on the financial statements when material weaknesses in internal control were present. You may wish to explain
that your audit was designed to provide reasonable assurance that
the financial statements are free from material misstatements. Internal control should be designed to prevent or detect material
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misstatements. As previously stated, the auditor cannot be part of
a client’s internal control. You can express a clean opinion on the
financial statements even though material weaknesses in internal
control are present, because you performed sufficient procedures
and obtained appropriate audit evidence to afford reasonable assurance that the financial statements are free from material misstatement; however, these procedures do not correct or remediate
control deficiencies. The deficiencies in internal control could
still result in a material misstatement not being prevented or detected by the client.
Issues for Audits of Smaller Entities
.107 One issue that may arise in audits of smaller entities is
the possibility of increased costs as a result of the auditor time
spent documenting his or her evaluation of internal control and
evaluating identified control deficiencies.
.108 Another issue that may cause concern is the extent to
which you (as the auditor) may be involved in the drafting of an
entity’s financial statements. It is a strong indication of material
weakness in internal control if your client has ineffective controls
over the preparation of its financial statements such that client
controls are absent or controls are not effective in preventing or
detecting material misstatements in the preparation of financial
statements, including the related notes. Although the auditor can
propose adjustments and assist in assembling or drafting the financial statements, the auditor cannot establish or maintain the
client’s controls, including monitoring ongoing activities, since
doing so would impair independence.2 How an auditor responds
to a client’s internal control weakness, in terms of designing and
carrying out auditing procedures, does not affect or mitigate a
client’s internal control weakness. Just as an auditor’s response to
detection risk is independent of the client’s control risk, so too
the auditor’s response to a client’s control weakness by assisting in
drafting the financial statements does not change that control
weakness.
2. See Ethics Ruling 101-3, “Performance of nonattest services,” of AICPA Code of
Professional Conduct (AICPA, Professional Standards, vol. 2, ET sec. 101.05).
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.109 Possible opportunities. The new requirements of SAS
No. 112 introduce possible opportunities for you. You can help
clients evaluate the cost-benefit implications of improving their
internal control, including training their personnel to be more
knowledgeable. You can also teach your clients how to develop a
risk assessment approach to designing internal control.
.110 The AICPA has published the Audit Risk Alert Understanding SAS No. 112 and Evaluating Control Deficiencies (product
no. 022536kk) to assist you in the implementation of this Standard.
The Risk Assessment Standards

.111 In March 2006 the AICPA’s Auditing Standards Board
(ASB) issued 8 SASs. SASs No. 104 through No. 111 were issued
together and are known as the “risk assessment standards,” applying to audits conducted in accordance with Generally Accepted
Auditing Standards (GAAS). While the new risk assessment standards include many of the underlying concepts and detailed performance requirements contained in existing standards, they do
create significant new requirements for the auditor. The primary
objective of the SASs is to provide extensive guidance on how to
apply the audit risk model when planning and performing financial statement audits, focusing on identifying and assessing the
risk of material misstatements, further designing and performing
tailored audit procedures in response to the assessed risks at relevant assertion levels, and improving the linkage between the risks,
controls, audit procedures, and conclusions. They are effective for
audits of financial statements for periods beginning on or after
December 15, 2006, with earlier application permitted. Below is
a table listing the 8 SASs and their effect on existing standards:
Statement on Auditing Standard

Effect on Existing Standards

SAS No. 104, Amendment to
Statement on Auditing Standards
No. 1, Codification of Auditing
Standards and Procedures (“Due
Professional Care in the Performance
of Work”)

Amends SAS No. 1, Due Professional
Care in the Performance of Work (AU
section 230)

(continued)
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Statement on Auditing Standard

Effect on Existing Standards

SAS No. 105, Amendment to
Statement on Auditing Standards No.
95, Generally Accepted Auditing
Auditing Standards
SAS No. 106, Audit Evidence

Amends SAS No. 95, Generally
Accepted Auditing Standards (AU
section 150)
Supersedes SAS No. 31, Evidential
Matter (AU section 326)
Supersedes SAS No. 47, Audit Risk
and Materiality in Conducting an Audit
(AU section 312)
Supersedes SAS No. 1, Appointment of
the Independent Auditor (AU section
310); and supersedes SAS No. 22,
Planning and Supervision (AU section
311)
Supersedes SAS No. 55, Consideration
of Internal Control in a Financial
Statement Audit (AU section 319)

SAS No. 107, Audit Risk and
Materiality in Conducting an Audit
SAS No. 108, Planning and
Supervision

SAS No. 109, Understanding the
Entity and Its Environment and
Assessing the Risks of Material
Misstatement
SAS No. 110, Performing Audit
Procedures in Response to Assessed
Risks and Evaluating the Audit
Evidence Obtained

Supersedes SAS No. 45, Substantive
Tests Prior to the Balance-Sheet Date
(AU section 313); and together with
SAS No. 109, supersedes SAS No. 55,
Consideration of Internal Control in a
Financial Statement Audit (AU section
319)
Amends SAS No. 39, Audit Sampling
(AU section 350)

SAS No. 111, Amendment to
Statement on Auditing Standards
No. 39, Audit Sampling

Some Key Highlights of the New Risk Assessment Standards
.112 Whether due to error or fraud, the new risk assessment
standards require the auditor to understand and respond to the risk
of material misstatement. That understanding should identify
risks to your client’s business and the mitigating controls in place.
The risk assessment standards place an even greater emphasis on
the understanding and testing of internal control. Auditors may
no longer simply default to maximum control risk. While this does
not mean auditors are required to test and rely on controls as part
of their audit strategy, they should assess how all five components
of internal control over financial reporting relates to the client
32

ARA-NPO-TEXT-2007.QXD 5/11/07 5:48 PM Page 33

that they are auditing (see the Committee on Sponsoring Organizations of the Treadway Commission’s (COSO) framework, www.
coso.org/key.htm). These standards may significantly affect the
formality of your risk assessment and documentation and may
vary greatly from what you have previously done. Implementation of the SASs will most likely result in significant changes to
your firm’s audit methodologies and the training of your personnel. Therefore, it is recommended that you allow ample time in
advance of the required implementation date. Readers can obtain
the SASs and the related AICPA Audit Risk Alert titled, Understanding the New Auditing Standards Related to Risk Assessments
(product number 022526kk) at www.cpa2biz.com.
New Companion Audit Guide
.113 In December 2006, the AICPA issued an Audit Guide
titled, Assessing and Responding to Audit Risk in a Financial Statement Audit. This Guide helps practitioners understand and implement the risk assessment standards. It includes practical
guidance, examples, and an in-depth case study. The Guide can be
ordered by calling the AICPA at 888-777-7077 or going online at
www.cpa2biz.com.
Practice Alert 07-1, Dating of the Auditor’s Report and
Related Guidance

.114 In December 2005, the Auditing Standards Board issued SAS No. 103, Audit Documentation (AICPA, Professional
Standards, vol. 1, AU sec. 339). One key provision of SAS No.
103 is the amendment to paragraphs .01 and .05 of AU section
530, Dating of the Independent Auditor’s Report (AICPA, Professional Standards, vol. 1), to require that the auditor’s report not be
dated earlier than the date on which the auditor has obtained sufficient appropriate audit evidence to support the opinion on the
financial statements. Footnote 1 to AU section 530.01 of the
Standard describes sufficient appropriate audit evidence as “evidence
that the audit documentation has been reviewed and that the
entity’s financial statements, including disclosures, have been prepared and that the management has asserted that they have taken
responsibility for them”. Application of the rules may require
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revising the process used by your firm at the end of fieldwork to
include a field review of the audit workpapers and financial statements. For some firms an additional visit to the client’s office to
update subsequent event analysis and management’s representations may be required as well.
.115 The purpose of the Practice Alert is to provide guidance
to auditors of nonissuers regarding the following:
• The audit report date
• Evidence supporting financial statement amounts and
disclosures—specifically relating to attorney letters, obtaining waivers, and consideration and evaluation of subsequent events
• Financial statement preparation and management’s assertions
• Evidence that the audit documentation has been reviewed
.116 Readers may download the AICPA Practice Alert at:
www.aicpa.org/download/auditstd/pract_alert/pa_2007_1.pdf.

Accounting Issues and Developments
Reporting No Fundraising Expense

.117 Some NPO’s with contributions report no fundraising
expense. Paragraph 13.34 of the NPO Guide provides that the financial statements should disclose total fundraising expenses. It
would be unusual for an NPO to have contributions but have
minimal or no fundraising expense.
.118 Examples of circumstances in which an NPO with
contributions may have no fundraising expense, or minimal
fundraising expense in relation to contributions, include:
• A religious organization obtains most or all of its contributions from member tithing.
• Most or all contributions arise from volunteers making
phone calls or writing letters on the organization’s behalf
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(and this volunteer activity does not meet the recognition
criteria for contributed services in Paragraph 9 of FASB
Statement No. 116, Accounting for Contributions Received
and Contributions Made).
• An organization has no paid staff and most or all contributions arise from uncompensated board members soliciting
contributions (and this board member activity does not
meet the recognition criteria for contributed services in
Paragraph 9 of FASB Statement No. 116).
.119 The reporting organization is a private foundation or is
supported by a private foundation and the reporting organization
expends no or minimal resources in soliciting those contributions.
Application of FASB Statement No. 155, Accounting for Certain
Hybrid Financial Instruments—an amendment of FASB Statements
No. 133 and No. 140—and No. 159, The Fair Value Option for
Financial Assets or Financial Liabilities

.120 In February 2007, the FASB issued FASB Statement
No. 159, The Fair Value Option for Financial Assets or Financial
Liabilities, Including an amendment to FASB Statement No. 115,
Accounting for Certain Investments in Debt and Equity Securities,
to permit entities to choose to measure many financial instruments and certain other items at fair value at specified election
dates. The Statement applies to all entities, including not-forprofit organizations.
.121 FASB Statement No. 159 creates a fair value option
under which an organization may irrevocably elect fair value as
the initial and subsequent measure for many financial instruments and certain other items, with changes in fair value recognized in the statement of activities as those changes occur. FASB
Statement No. 155, Accounting for Certain Hybrid Financial
Instruments, similarly permits an elective fair value remeasurement for any hybrid financial instrument that contains an embedded derivative, if that embedded derivative would otherwise
have to be separated from its debt host in conformity with FASB
Statement No. 133, Accounting for Derivative Instruments and
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Hedging Activities. An election is made on an instrument-byinstrument basis (with certain exceptions), generally when an instrument is initially recognized in the financial statements.
.122 Most financial assets and financial liabilities are eligible
to be recognized using the fair value option, as are firm commitments for financial instruments and certain other items, including certain items arising from arrangements that are not financial
instruments. Specifically excluded from eligibility are investments in other entities that are required to be consolidated, employer’s and plan’s obligations under post-employment,
postretirement plans, and deferred compensation arrangements
(or assets representing overfunded positions in those plans), financial assets and liabilities recognized under leases, deposit liabilities of depository institutions, and financial instruments that
are, in whole or in part, classified by the issuer as a component of
shareholder’s equity. Additionally, the election cannot be made
for most nonfinancial assets and liabilities or for current or deferred income taxes.
.123 FASB Statement No. 159 also establishes presentation
and disclosure requirements designed to facilitate comparisons
between entities that choose different measurement attributes for
similar types of assets and liabilities. Organizations should report
assets and liabilities that are measured using the fair value option
in a manner that separates those reported fair values from the carrying amounts of similar assets and liabilities measured using
another measurement attribute. To accomplish that, an organization should either (a) report the aggregate carrying amount for
both fair value and non-fair-value items on a single line, with the
fair value amount parenthetically disclosed or (b) present separate
lines for the fair value carrying amounts and the non-fair-value
carrying amounts.
.124 FASB Statement No. 159 will be effective as of the beginning of each reporting entity’s first fiscal year that begins after
November 15, 2007 and should not be applied retrospectively to
fiscal years beginning prior to the effective date, except as permitted in paragraph 30 of the Statement for early adoption.
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.125 At the effective date, an entity may elect the fair value
option for eligible items that exist at that date. A not-for-profit
organization should report such cumulative-effect adjustment as
a separate line item within the changes in the appropriate net
asset class or classes in its statement of activities, outside of any
performance indicator or other intermediate measure of operations.
.126 For the complete Statement readers should go to www.
fasb.org/pdf/fas159.pdf.
Application of FASB Statement No. 158, Employers’ Accounting for
Defined Benefit Pension and Other Postretirement Plans

.127 FASB Statement No. 158 improves financial reporting
by requiring an employer to recognize the overfunded or underfunded status of a defined benefit postretirement plan (other than
a multiemployer plan) as an asset or liability in its statement of financial position and to recognize changes in that funded status in
the year in which the changes occur as changes in unrestricted net
assets of a not-for-profit organization. It also improves financial
reporting by requiring an employer to measure the funded status
of a plan as of the date of its year-end statement of financial position, with limited exceptions.
.128 All not-for-profit organizations with single employer defined benefit pension, health, and other postretirement plans are
within the scope of FASB Statement No. 158. The Statement includes extensive guidance tailored for not-for-profit organizations
and their reporting requirements. Paragraph 8 of the Statement provides guidance for a not-for-profit organization that sponsors one or
more single-employer defined benefit plans (a not-for-profit employer). Paragraph 9 provides guidance for the measurement date of
plan assets and benefit obligations for a not-for-profit employer. The
Statement also provides guidance in paragraph 10 on disclosure requirements. Furthermore, Example 3 of Appendix A, “Implementation Guidance,” provides guidance for a not-for-profit organization
that sponsors a defined benefit postretirement plan. In addition,
paragraph 8 of the Statement provides that NPOs recognize as a separate line item or items within changes in unrestricted net assets,
apart from expenses, the gains or losses and the prior service costs or
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credits that arise during the period but are not recognized as components of net periodic benefit cost pursuant to FASB Statements
No. 87, Employers’ Accounting for Pensions, and No. 106, Employers’
Accounting for Postretirement Benefits Other Than Pensions. Consistent with the provisions of FASB Statement No. 117, Financial
Statements of Not-for-Profit Organizations, Statement No. 158 does
not prescribe whether the separate line item or items should be included within or outside an intermediate measure of operations or
performance indicator, if one is presented.
.129 An organization without publicly traded equity securities
must initially apply the requirement to recognize the funded status of
a benefit plan (FASB Statement No. 158, paragraphs 4 and 8) and
the disclosure requirements (FASB Statement No. 158, paragraphs 7
and 10) as of the end of the fiscal year ending after June 15, 2007,
but the measurement date provision need not be applied until fiscal
years ending after December 15, 2008.
.130 For the complete Statement readers should go to www.
fasb.org/pdf/fas158.pdf.
Application of FASB Statement No. 157, Fair Value Measurements

.131 FASB Statement No. 157 defines fair value, establishes a
framework for measuring fair value in GAAP, and expands disclosures about fair value measurements. The Statement applies
under other accounting pronouncements that require or permit
fair value measurements. FASB Statement No. 116, Accounting
for Contributions Received and Contributions Made; FASB Statement No. 124, Accounting for Certain Investments Held by Notfor-Profit Organizations; and FASB Statement No. 136, Transfers
of Assets to a Not-for-Profit Organization or Charitable Trust That
Raises or Holds Contributions for Others are such accounting pronouncements specific to not-for-profit organizations where fair
value is the relevant measurement attribute. Accordingly, FASB
Statement No. 157 does not require any new fair value measurements; however, for some entities, the application of FASB Statement No. 157 will change current practice.
.132 FASB Statement No. 157 does not tell entities how to
specifically value assets and liabilities, nor does it tell entities what
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judgments to make when developing estimates of the inputs that
go into valuation techniques.
.133 Not-for-profit organizations should be aware that FASB
Statement No. 157 provides guidance pertaining to the effect of
donor restrictions on the fair value of assets. Appendix A, Implementation Guidance, Paragraph A30 of FASB Statement No.
157 includes a comprehensive not-for-profit example illustrating
this principle (Example 9, Restrictions on Use of Asset).
.134 Readers should also be aware that some of the accounting pronouncements within the scope of FASB Statement No.
157 permit practicability exceptions to the requirement to use
fair value measurements in specified circumstances. FASB Statement No. 157 does not amend those other pronouncements to
eliminate those practicality exceptions. Practicability exceptions
that may be of particular interest to not-for-profits include the
following:
• An exemption to the requirement to measure fair value if fair
value cannot be measured with sufficient reliability (contributions under FASB Statement No. 116, Accounting for Contributions Received and Contributions Made, and AICPA
Audit and Accounting Guide, Not-for-Profit Organizations).
• Paragraph 21 of FASB Statement No. 116 provides that
unconditional promises to give that are expected to be collected or paid in less than one year may be measured at net
realizable value because that amount results in a reasonable
estimate of fair value.
.135 In addition, it should be noted that the Financial Accounting Standards Board has published an index of Statement
No. 133 Implementation Issues revised to conform to FASB
Statement No. 157. One that specifically relates to not-for-profits
is Statement No. 133 Implementation Issue B35, “Application of
Statement No. 133 to a Not-for-Profit Organization’s Obligation
Arising from an Irrevocable Split-Interest Agreement.”
.136 FASB Statement No. 157 is effective for financial statements issued for fiscal years beginning after November 15, 2007,
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and interim periods within those fiscal years. Earlier application
is encouraged, provided that the reporting entity has not yet issued financial statements for that fiscal year, including any financial statements for an interim period within that fiscal year.
.137 For the complete Statement readers should go to www.
fasb.org/pdf/fas157.pdf.
FASB Interpretation No. 48, Accounting for Uncertainty in
Income Taxes

.138 This Interpretation clarifies and expands the accounting
and financial reporting for uncertainties related to income taxes.
This Interpretation is applicable to all entities, including NPOs.
Tax positions taken by any entity that may result in potential future obligations to a taxing authority (for example, IRS or state
revenue department) may have to be recorded under this interpretation. Specific types of taxes which may need to be considered
include the tax on unrelated business income and the excise tax
on private foundation net investment income. FASB Interpretation No. 48 also applies to tax-exempt organizations with net
operating loss (NOL) or an NOL carryover for unrelated business income tax purposes, and tax positions taken in allocating
expenses through joint venture and other business relationships
with taxable entities. Not-for-profit organizations should also
note that the term tax position as defined in Paragraph 4 of FASB
Interpretation No. 48 encompasses “a decision to classify a transaction, entity, or other position in a tax return as tax exempt,”
thereby requiring all tax exempt not-for-profit organizations to
think about events or circumstances that could endanger their tax
exempt status and how that would affect the financial statements.
.139 The Interpretation is effective for fiscal years beginning
after December 15, 2006. Earlier application is encouraged if the
organization has not yet issued financial statements, including interim financial statements, in the period FASB Interpretation No.
48 is adopted.
.140 For additional guidance the AICPA has issued a Practice
Guide about FASB Interpretation No. 48. It is available at www.
aicpa.org/fin48guide.
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Staff Accounting Bulletin No. 108

.141 On September 13, 2006, the Securities and Exchange
Commission (SEC) released Staff Accounting Bulletin (SAB) No.
108, Topic 1N, Considering the Effects of Prior Year Misstatements
when Quantifying Misstatements in Current Year Financial Statements. The issuance provides interpretive guidance on how the effects of the carryover or reversal of prior year misstatements
should be considered in quantifying a current year misstatement.
.142 There have been two common methods used to quantify such errors. Under one method, the rollover approach, the
error is quantified as the amount by which the current year income statement is misstated. The other common method, the
iron curtain approach, quantifies the error as the cumulative
amount by which the current year balance sheet is misstated. Exclusive reliance on an income statement approach can result in a
registrant accumulating errors on the balance sheet that may not
have been material to any individual income statement, but
which nonetheless may misstate one or more balance sheet accounts. Similarly, exclusive reliance on a balance sheet approach
can result in a registrant disregarding the effects of errors in the
current year income statement that result from the correction of
an error existing in previously issued financial statements.
.143 The SEC staff believes registrants must quantify the impact of correcting all misstatements, including both the carryover
and reversing effects of prior year misstatements, on the current
year financial statements. The SEC staff believes that this can be
accomplished by quantifying errors under both a balance sheet
and an income statement approach and by evaluating errors measured under each approach. Thus, a registrant’s financial statements would require adjustment when either approach results in
quantifying a material misstatement after considering all relevant
quantitative and qualitative factors.
.144 If, in correcting an error in the current year, an error is
material to the current year’s income statement, the prior year financial statements should be corrected, even though such a revision previously was, and continues to be, immaterial to the prior
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year financial statements. Correcting prior year financial statements for immaterial errors would not require previously filed reports to be amended. Such correction may be made the next time
the registrant files the prior year financial statements; however,
registrants electing not to restate prior periods should follow the
disclosure requirements specified in SAB No. 108. While the
guidance outlined in the SAB only specifically applies to public
companies and other entities whose financial information is filed
with the SEC, non-issuers (private companies) may also consider
this guidance when quantifying financial statement misstatements. In general, SAB No. 108 is effective for financial statements for fiscal years ending after November 15, 2006, with
earlier application encouraged in any report for an interim period
of the first fiscal year ending after November 15, 2006, and filed
after the SAB’s publication date of September 13, 2006. For additional accounting and transition information, see the issuance
at www.sec.gov/interps/account/sab108.pdf.
.145 Since the issuance of SAB No. 108, the FASB has received inquiries about the application of SAB No. 108 to the private sector since they are not bound by SAB No. 108. The inquiries
raised concerns that diversity will exist in the private sector relating
to the determination of materiality associated with errors caused by
the carryover or reversal of prior-year misstatements.
.146 As a result, on March 31, 2007 the FASB staff issued Proposed FASB Staff Position (FSP) Financial Accounting Standards
(FAS) No. 154-a, Considering the Effects of Prior-Year Misstatements
When Quantifying Misstatements in Current-Year Financial Statements, which provides guidance on how to evaluate and account
for the correction of errors identified from the quantification of
misstatements associated with the carryover or reversing effects of
prior year misstatements on current year financial statements.
The FASB has stated that private companies should be given the
same favorable opportunity as public companies to correct the
misstatements without having to restate prior year financial statements. The comment deadline was April 30, 2007. Readers should
monitor the progress of the potential FSP by going to the following link: www.fasb.org/project/sab_108.shtml.
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.147 Furthermore, the AICPA Center for Audit Quality has
developed FAQs on Quantifying Financial Statement Misstatements based on discussions with the SEC staff. The FAQs provide much needed clarification for implementing certain aspects
of SAB No. 108. To access the complete Center for Audit Quality
SAB No. 108 FAQs, go to: www.aicpa.org/caq/download/AICPA_
SAB_108_FAQ.pdf.
EITF Issues and FASB Staff Positions

.148 The FASB is very active in issuing Emerging Issues Task
Force (EITF) Issues and FSPs. Auditors should visit the FASB
Web site to stay abreast of these many issues and understand
those accounting requirements that may pertain to their client’s
financial statements. In the AICPA general Audit Risk Alert—
2006/07 you will find a list of selected EITF Issues and FSPs that
have been issued recently and have broad interest. Recently issued
EITF Issues and FSPs that may be of particular interest to auditors of not-for-profit organizations are discussed in this section of
the Alert.
.149 Some practitioners may inadvertently fail to consider
FASB EITF consensus opinions when working on not-for-profit
engagements; however, EITF consensus opinions that do not
conflict with guidance at levels (a) and (b) of GAAP are applicable to not-for-profit organizations. Therefore, we present these
EITF Issues for consideration on your engagements. Readers
should be aware of the guidance in the following EITF Issues and
FASB Staff Positions.
FSP FAS No. 126-1, Applicability of Certain Disclosure and
Interim Reporting Requirements for Obligors for Conduit Debt
Securities
.150 FSP No. 126-1 clarifies the definition of a public entity
in certain accounting standards to include entities that are conduit bond obligors for conduit debt securities that are traded in a
public market. A number of not-for-profits, largely in the health
care and higher education sector that are obligors on municipal
publicly traded bonds issued by a state or local government, will
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be affected by the issuance of this FSP. In all instances where notfor-profits enter into conduit debt arrangements, it will be necessary to determine whether the bonds are publicly traded or
privately placed for purposes of applying this FSP.
.151 This FSP amends Accounting Principles Board (APB)
Opinion No. 28, Interim Financial Reporting; FASB Statements
No. 69, Disclosures about Oil and Gas Producing Activities, No.
109, Accounting for Income Taxes, No. 126, Exemption from Certain
Required Disclosures about Financial Instruments for Certain Nonpublic Entities, No. 131, Disclosures about Segments of an Enterprise
and Related Information, No. 132(R) (revised 2003), Employers’
Disclosures about Pensions and Other Postretirement Benefits—an
Amendment of FASB Statements No. 87, 88, and 106, and No. 141,
Business Combinations; and AICPA Audit and Accounting Guides,
Health Care Organizations, and Not-for-Profit Organizations to include conduit bond obligors in the definition of a public entity or
enterprise. The biggest effect for NPOs is likely to relate to FASB
Statement No. 132(R).
.152 The guidance in this FSP shall be applied prospectively
in fiscal periods beginning after December 15, 2006. An entity
may elect to retrospectively apply the guidance to all prior periods. If an entity issues interim financial statements, this FSP shall
be applied to the first interim period after the date of adoption.
.153 The FSP can be viewed in its entirety at www.fasb.
org/fasb_staff_positions/fsp_fas126-1.pdf.
FSP Authoritative Guidance (AUG) Audits of Airlines (AIR)-1,
Accounting for Planned Major Maintenance Activities
.154 FSP AUG AIR-1 addresses the accounting for planned
major maintenance activities. This FSP amends certain provisions in the AICPA Industry Audit Guide, Audits of Airlines (Airline Guide), and APB Opinion No. 28, Interim Financial
Reporting. Although the principal source of guidance on the accounting for planned major maintenance activities is the Airline
Guide, the methods discussed are widely used by other industries.
Accordingly, the guidance in FSP AUG AIR-1 is applicable to entities in all industries. The FSP prohibits the use of the accrue-in44
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advance method of accounting for planned major maintenance
activities in annual and interim financial reporting periods.
.155 For example, FSP AUG AIR-1, Accounting for Planned
Major Maintenance Activities, discusses accounting for planned
activities that improve the operating efficiency of an asset, comply with regulatory operating guidelines, or extend the useful life
of the asset. In compliance with that FSP, not-for-profit organizations should not use an accrue-in-advance method of accounting
for those planned major maintenance activities because they do
not embody a present duty or responsibility of the entity until the
obligating transaction or event occurs.
.156 FSP AUG AIR-1 is effective for the first fiscal year beginning after December 15, 2006. Earlier adoption is permitted
as of the beginning of an entity’s fiscal year.
.157 The FSP can be viewed in its entirety at www.fasb.
org/fasb_staff_positions/fsp_augair-1.pdf.
FSP EITF Issue No. 00-19-2, “Accounting for Registration
Payment Arrangements”
.158 FSP EITF Issue No. 00-19-2 addresses an issuer’s accounting for registration payment arrangements. The FSP may
be applicable to colleges and universities or other NPOs with
conduit debt or bond issuances.
.159 This FSP specifies that the contingent obligation to make
future payments or otherwise transfer consideration under a registration payment arrangement, whether issued as a separate agreement or included as a provision of a financial instrument or other
agreement, should be separately recognized and measured in accordance with FASB Statement No. 5, Accounting for Contingencies.
The guidance in this FSP amends FASB Statements No. 133, Accounting for Derivative Instruments and Hedging Activities, and No.
150, Accounting for Certain Financial Instruments with Characteristics of both Liabilities and Equity, and FASB Interpretation No. 45,
Guarantor’s Accounting and Disclosure Requirements for Guarantees,
Including Indirect Guarantees of Indebtedness of Others, to include
scope exceptions for registration payment arrangements. This FSP
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further clarifies that a financial instrument subject to a registration
payment arrangement should be accounted for in accordance with
other applicable GAAP without regard to the contingent obligation to transfer consideration pursuant to the registration payment
arrangement.
.160 Readers should refer to the FSP for the effective date
and transition guidance. The FSP can be viewed in its entirety at
www.fasb.org/fasb_staff_positions/fsp_eitf00-19-2.pdf.
EITF Issue No. 06-2, “Accounting for Sabbatical Leave and
Other Similar Benefits Pursuant to FASB Statement No. 43,
Accounting for Compensated Absences”
.161 EITF Issue No. 06-2 may be of particular interest to
colleges and universities. The EITF states that an employee’s right
to a compensated absence under a sabbatical or other similar benefit arrangement (1) that requires the completion of a minimum
service period and (2) in which the benefit does not increase with
additional years of service accumulates pursuant to Paragraph
6(b) of FASB Statement No. 43 for arrangements in which the
individual continues to be a compensated employee and is not required to perform duties for the entity during the absence. Therefore, assuming all of the other conditions of Paragraph 6 of FASB
Statement No. 43 are met, the compensation cost associated with
a sabbatical or other similar benefit arrangement should be accrued over the requisite service period.
.162 EITF Issue No. 06-2 is effective for fiscal periods beginning after December 15, 2006. The EITF can be viewed in its
entirety at www.fasb.org/pdf/abs06-2.pdf
EITF Issue No. 06-3, “How Taxes Collected From Customers
and Remitted to Governmental Authorities Should Be
Presented in the Income Statement (That Is, Gross Versus Net
Presentation)”
.163 EITF Issue No. 06-3 is of particular interest for those
not-for-profit organizations that collect and remit significant
amounts of sales, use, value added, or excise taxes associated with
their revenue producing activities.
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.164 The EITF states that the presentation of taxes within the
scope of Issue 1 of the EITF on either a gross basis (included in revenues and costs) or a net basis (excluded from revenues) is an accounting policy decision that should be disclosed pursuant to APB
Opinion No. 22. An entity is not required to reevaluate its existing
policies related to taxes assessed by a governmental authority as a
result of the consensus. In addition, for any such taxes that are reported on a gross basis, an entity should disclose the amounts of
those taxes in interim and annual financial statements for each period for which an income statement is presented if those amounts
are significant. The disclosure of those taxes can be done on an aggregate basis.
.165 EITF Issue No. 06-3 is effective for fiscal periods beginning after December 15, 2006. The EITF can be viewed at www.
fasb.org/pdf/abs06-3.pdf.

Recent Auditing, Attestation, and Quality Control
Pronouncements and Related Guidance
.166 Presented here is a list of auditing, attestation, and related guidance issued since the publication of last year’s Alert. For
information on auditing and attestation standards, quality control
standards, and related guidance that may have been issued subsequent to the writing of this Alert, please refer to the AICPA Web
site at www.aicpa.org/Professional+Resources/Accounting+and+
Auditing/Audit+and+Attest+Standards/Auditing+Standards+
Board/ASB+Technical+Activities+and+Publications.htm. As a reminder, AICPA auditing and attest standards are applicable only
to audits and attestation engagements of nonissuers.
.167 You may also look for announcements of newly issued
standards in the CPA Letter, Journal of Accountancy, and the
quarterly electronic newsletter, In Our Opinion, issued by the
AICPA’s Auditing Standards team and available at: www.aicpa.
org/Professional+Resources/Accounting+and+Auditing/Audit+
and+Attest+Standards/Opinion/.
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Statement on Auditing
Standards (SAS) No. 114
(December 2006)
(Applicable to audits
conducted in accordance
with GAAS)
SAS No. 113
(November 2006)
(Applicable to audits
conducted in accordance
with GAAS)
Interpretation No. 1 to
AU Section 330, The
Confirmation Process
SSAE No. 14
Issue Date: November 2006
AICPA Technical Practice
Aids 8100.01 and 8100.02
(nonauthoritative)

The Auditor’s Communication With Those Charged
With Governance

Omnibus—2006

“Use of Electronic Confirmations”

SSAE Hierarchy
“Determining the Effective Date of a New
Statement on Auditing Standards for Audits of
a Single Financial Statement”
“Determining the Effective Date of a New
Statement of Auditing Standards for Audits of
Interim Periods”

.168 As necessary, auditors should obtain and understand the
complete text of the applicable standards and other guidance. You
should visit the applicable Web site for complete information.
Auditing Standards Available on AICPA Web Site

.169 The standards and interpretations promulgated by the
AICPA ASB are available free of charge by visiting the AICPA Audit
and Attest Standards Team’s page at www.aicpa.org/Professional
+Resources/Accounting+and+Auditing/Audit+and+Attest+
Standards/Authoritative+Standards+and+Related+Guidance+for+
Non-Issuers/default.htm. Members and nonmembers alike can
download the auditing, attestation, and quality control standards
by either choosing a section of the codification or an individual
statement number. You can also obtain copies of AICPA standards
and other guidance by contacting the AICPA at (888) 777-7077
or online at www.cpa2biz.com.
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Recent AICPA Independence and Ethics Pronouncements
.170 The AICPA Independence and Ethics Alert—2006/07
(product no. 022477kk) contains a complete update on new independence and ethics pronouncements. This Alert can be obtained by calling the AICPA at (888) 777-7077 or going online at
www.cpa2biz.com. Readers should obtain that Alert to be aware
of independence and ethics matters that will affect their practice.

Recent Accounting Pronouncements and
Related Guidance
.171 Presented here is a list of accounting pronouncements
and other guidance issued since the publication of last year’s
Alert. For information on accounting standards issued subsequent to the writing of this Alert, please refer to the AICPA Web
site at www.aicpa.org, and the FASB Web site at www.fasb.org.
You may also look for announcements of newly issued standards
in the CPA Letter and Journal of Accountancy.
FASB Statement No. 159
(February 2007)
FASB Statement No. 158
(September 2006)
FASB Statement No. 157
(September 2006)
FASB Interpretation No. 48
(June 2006)
FASB EITF Issues
(Various dates)
FASB Staff Positions
(Various dates)

AICPA Statement of
Position 06-1
(April 2006)
AICPA TPA 9510.03
(Nonauthoritative)

Fair Value Options for Financial Assets and Financial
Liabilities
Employers’ Accounting for Defined Benefit Pension
and Other Postretirement Plans—an amendment of
FASB Statements No. 87, 88, 106, and 132(R)
Fair Value Measurements
Accounting for Uncertainty in Income Taxes—an
interpretation of FASB Statement No. 109
Go to www.fasb.org/eitf/ for a complete list of
EITF Issues.
Go to www.fasb.org/fasb_staff_positions for a
complete list of FASB Staff Positions (FSPs).
Some of the recently issued FSPs address issues
relating to FASB Statements No. 143 and No. 150,
among others; and FASB Interpretation 46(R).
Reporting Pursuant to the Global Investment
Performance Standards
“Reporting on New York State Medicaid Cost
Reports”
(continued)
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Practice Alert 07-1
Interpretation No. 29
of AR section 100

“Dating of the Auditor’s Report and Related
Practical Guidance”
“Reporting on an Uncertainty Including an
Uncertainty About an Entity’s Ability to Continue
as a Going Concern”

On the Horizon
.172 Auditors should keep abreast of auditing and accounting developments and upcoming guidance that may affect their
engagements. You should check the appropriate standard-setting
Web sites (listed here) for a complete picture of all accounting
and auditing projects in progress. Presented is brief information
about some ongoing projects that are especially relevant to the
not-for-profit industry. Remember that exposure drafts are
nonauthoritative and cannot be used as a basis for changing
GAAP or GAAS.
.173 The following table lists the various standard-setting
bodies’ Web sites where information may be obtained on outstanding exposure drafts, including downloading a copy of the
exposure draft. These Web sites contain much more in-depth information about proposed standards and other projects in the
pipeline.
Standard-Setting Body

Web Site

AICPA Auditing Standards Board (ASB)

AICPA Accounting Standards
Executive Committee (AcSEC)
Financial Accounting
Standards Board (FASB)
Governmental Accounting Standards
Board (GASB)

www.aicpa.org/Professional+
Resources/Accounting+and+Auditing/
Audit+and+Attest+Standards/Exposure+
Drafts+of+Proposed+Statements
www.aicpa.org/Professional+
Resources/Accounting+and+Auditing/
Accounting+Standards/edo/index.htm
www.fasb.org/draft/index.shtml
www.gasb.org

Professional Ethics Executive Committee www.aicpa.org/members/div/ethics/
(PEEC)
index.htm
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Help Desk—The AICPA’s standard-setting committees publish exposure drafts of proposed professional standards exclusively on the AICPA Web site. The AICPA will notify
interested parties by e-mail about new exposure drafts. To have
your e-mail address put on the notification list for all AICPA
exposure drafts, send your e-mail address to service@aicpa.org.
Indicate “exposure draft e-mail list” in the subject header field
to help process the submissions more efficiently. Include your
full name, mailing address and, if known, your membership
and subscriber number in the message.

Overhaul Project—AICPA Audit and Accounting Guide
Not-for-Profit Organizations

.174 The AICPA is continuing to make progress overhauling
the AICPA Audit and Accounting Guide Not-for-Profit Organizations, addressing numerous accounting, auditing, industry, and
regulatory issues that have transpired since the NPO Guide was
originally issued in 1996. During this project, the AICPA will
continue to issue annual editions of the NPO Guide, updated to
reflect recent pronouncements.
Auditing Pipeline—Nonpublic Companies

.175 Readers should keep abreast of the status of the following projects and projected exposure drafts, inasmuch as they will
substantially affect the audit process. More information can be
obtained on the AICPA’s Web site at www.aicpa.org.
Proposed Amendment to SAS No. 69, The Meaning of Present
Fairly in Conformity With Generally Accepted Accounting
Principles
.176 The ASB has issued an exposure draft introducing a
proposed SAS entitled Amendment to Statement on Auditing
Standards No. 69, The Meaning of Present Fairly in Conformity
With Generally Accepted Accounting Principles (AICPA, Professional Standards, vol. 1, AU sec. 411), as amended, for Nongovernmental Entities. This proposed SAS, which applies only to
nongovernmental entities, has been issued in response to the
FASB’s proposed Statement of Financial Accounting Standards
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entitled The Hierarchy of Generally Accepted Accounting Principles.
The FASB proposal moves responsibility for the GAAP hierarchy
for nongovernmental entities from the auditing literature (SAS
No. 69) to the accounting literature. The proposed SAS deletes
the GAAP hierarchy for nongovernmental entities from SAS No.
69. The ASB decided to coordinate the provisions and effective
date of this exposure draft with the FASB proposed statement,
which can be obtained at www.fasb.org.
Accounting Pipeline

.177 Presented below are accounting pronouncements currently in the exposure process. Some of the proposed pronouncements discussed in the prior year Alert have not been finalized as
of the date of this writing, and thus, are included again below.
Mergers and Acquisitions by a Not-for-Profit Organization

.178 On October 9, 2006 the FASB issued two exposure
drafts intended to improve the accounting and disclosures related
to mergers and acquisitions (M&A) by not-for-profit organizations. The first exposure draft is Not-for-Profit Organizations:
Mergers and Acquisitions, and the second exposure draft is Notfor-Profit Organizations: Goodwill and Other Intangible Assets Acquired in a Merger or Acquisition. The proposals reflect the Board’s
commitment to meet the reporting needs of the not-for-profit
community and to ensure that financial statement users have access to decision-useful information.
.179 The two exposure drafts propose accounting standards
that would produce financial information that is more consistent,
comparable, and representationally faithful of the underlying
economics of M&A events.
.180 Specifically, the first exposure draft, Not-for-Profit Organizations: Mergers and Acquisitions, would eliminate the use of the
pooling-of-interests method of accounting by not-for-profit organizations, in which assets acquired and liabilities assumed are
recorded as “carryover” amounts on the books of acquired organizations. This proposal would instead require the application of
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the acquisition method to all mergers and acquisitions by a notfor-profit organization. In applying that method, the proposal
generally would require that not-for-profit organizations:
1. Identify one of the parties to the merger as the acquiring
party.
2. Recognize the identifiable assets acquired and liabilities assumed that compose the business or not-for-profit activity
acquired in a merger or acquisition.
3. Measure those assets and liabilities at their fair values as of
the acquisition date.
4. Recognize either goodwill of the acquired business or notfor-profit activity or the contribution inherent in the
merger or acquisition as a residual based on the value of
the identifiable assets acquired, liabilities assumed, and the
consideration transferred (if any).
5. Disclose information to enable users of the financial statements to evaluate the nature and financial effects of the
merger or acquisition.
.181 The second exposure draft, Not-for-Profit Organizations:
Goodwill and Other Intangible Assets Acquired in a Merger or Acquisition, proposes accounting guidance for intangible assets acquired in a merger or acquisition after the merger or acquisition.
The proposed guidance is consistent with the accounting for all
other acquired intangible assets—whether purchased or donated,
or whether acquired individually or as part of a group.
.182 One practical problem readers should be aware of is
how to identify the acquirer when the merger appears to be a
merger of equals. The acquirer is defined in Paragraph 4b of the
mergers of not-for-profit entities exposure draft as “the organization that obtains control of the acquiree and recognizes the acquiree in its financial statements.” Determining whether an
organization obtains control of an acquiree would be based on existing guidance, including Statement of Position (SOP) 94-3 and
the Health Care Guide. If an acquirer cannot be determined based
solely on that guidance, this proposed Statement would require
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that the factors provided in Paragraph 11 of the exposure draft be
considered.
.183 Under this proposal, not-for-profit organizations would
be required to provide:
1. Consistent and comparable information about identifiable
intangible assets acquired by not-for-profit organizations
in a merger or acquisition.
2. More representationally faithful and relevant information
about events resulting in impairments of goodwill that a
not-for-profit organization has acquired. Goodwill will not
be amortized. Goodwill would, however, be subject to an
impairment test.
.184 A not-for-profit organization would be required to
apply the provisions in this proposed Statement prospectively in
its fiscal year that begins approximately six months after the issuance of a final Statement. For example, if a final Statement is issued on June 30, 2007, its application would be required in fiscal
years beginning after December 15, 2007. Earlier application
would be encouraged for organizations with annual periods that
begin on or after the date a final Statement is issued. The two
proposed Statements would be effective at the same time.
.185 For a tentative summary of the decisions reached by the
FASB and to access both exposure drafts and comment letters go
to www.fasb.org/project/nfp.shtml. The FASB Staff is currently
analyzing the comments received from constituents and will begin
its redeliberations in the second quarter of 2007. Readers should
monitor the progress of these exposure drafts.
Proposed FASB Statements, Business Combinations—a
replacement of FASB Statement No. 141, and Consolidated
Financial Statements, Including Accounting and Reporting of
Noncontrolling Interests in Subsidiaries—a replacement of
Accounting Research Bulletin (ARB) No. 51
.186 In these proposed Statements, the FASB plans to revise
the existing guidance on the application of the purchase method.
Among the main proposals is that:
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1. All acquisitions of businesses be measured at the fair value
of the business acquired.
2. Substantially, all the assets acquired and liabilities assumed
of the acquired business be recognized and measured at
their fair values at the acquisition date.
3. Entities that follow U.S. GAAP and international standards apply substantially the same accounting requirements for their business combinations.
.187 Exposure drafts on business combinations—purchase
method procedures and noncontrolling interests—were issued on
June 30, 2005. Auditors should visit the FASB Web site for expected issuance dates.
Proposed FASB Statement, The Hierarchy of Generally
Accepted Accounting Principles
.188 This proposed Statement would identify the sources of
accounting principles and the framework for selecting the principles to be used in the preparation of financial statements of nongovernmental companies that are presented in conformity with
U.S. GAAP (or the GAAP hierarchy). The GAAP hierarchy is currently presented in AICPA SAS No. 69; however, the FASB believes that the GAAP hierarchy should be directed specifically to
companies because it is the company, not the auditor, who is responsible for selecting its accounting principles for financial statements. Accordingly, the FASB concluded that the GAAP
hierarchy should reside in the accounting literature established by
the FASB. The FASB decided to carry forward the GAAP hierarchy as set forth in SAS No. 69, subject to certain modifications.
The FASB staff will coordinate with the AICPA (as previously discussed in the “Auditing Pipeline—Nonpublic Companies” section) to ensure that each of the documents has a uniform effective
date. Readers should be alert for the issuance of a final Statement.
FASB Project on Derivative Disclosures
.189 FASB Statement No. 133, Accounting for Derivative
Instruments and Hedging Activities, has been criticized by certain
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analysts, auditors, investors, and others for lacking transparent
disclosures, allowing a user of the financial statements to assess the
overall risk of derivatives on a reporting entity from both a quantitative and qualitative perspective. An exposure draft was issued on
December 8, 2006, entitled, Disclosures about Derivative Instruments and Hedging Activities—an amendment of FASB Statement
No. 133. The comment deadline was March 2, 2007. The objective
of this project is to provide guidance on enhanced disclosure requirements as well as balance sheet and income statement display
of derivatives accounted for in accordance with FASB Statement
No. 133. The proposed disclosures will be effective for both interim and annual reporting periods ending after December 15,
2007, with early application encouraged. At initial adoption, disclosures for earlier periods presented for comparative purposes will
be encouraged but not required. Disclosures for earlier periods presented for comparative purposes will be required beginning in the
first year after the year of initial adoption. Auditors can monitor
the progress of this project on the FASB’s Web site.
Exposure Draft of a Statement of Position, Clarification of the
Scope of the Audit and Accounting Guide Audits of Investment
Companies and Accounting by Parent Companies and Equity
Method Investors for Investments in Investment Companies
.190 The proposed Statement of Position (referred to hereafter as the Investment Companies Guide SCOPE SOP) provides
specific conditions for determining whether an entity is within
the scope of the AICPA Audit and Accounting Guide Investment
Companies (the Investment Guide). For those entities that are investment companies under the Investment Companies Guide
SCOPE SOP, the SOP also addresses the retention of the specialized industry accounting for investment companies by a parent
company in consolidation or by an investor that has the ability to
exercise significant influence over the investment company and
applies the equity method of accounting to its investment in the
entity (referred to as an equity method investor).
.191 Readers should be alert to the fact that the Investment
Companies Guide SCOPE SOP would reconcile and conform
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SOP 94-3, Reporting of Related Entities by Not-for-Profit Organizations, and the AICPA Audit and Accounting Guide Health Care
Organizations (the Health Care Guide) to clarify that not-forprofit organizations, including not-for-profit health care organizations, that are parent companies of, or equity method investors
in for-profit entities that apply investment company accounting
pursuant to the Investment Companies Guide SCOPE SOP,
should consider whether investment company accounting should
be retained in the financial statements of the not-for-profit organization parent company or equity method investor pursuant to
the Investment Companies Guide SCOPE SOP.
.192 Specifically, for those entities that are investment companies under the Investment Companies Guide SCOPE SOP, the
Investment Companies Guide SCOPE SOP also addresses the retention of that specialized industry accounting by a parent company in consolidation. For example, not-for-profit organizations
with a controlling financial interest in a for-profit entity, through
direct or indirect ownership of a majority voting interest in that
entity, that applies investment company accounting pursuant to
the Investment Companies Guide SCOPE SOP should consider
whether investment company accounting should be retained in
the financial statements of the parent not-for-profit organization
pursuant to the Investment Companies Guide SCOPE SOP.
.193 Also, for those entities that are investment companies
under the Investment Companies Guide SCOPE SOP, the SOP
also addresses the retention of that specialized industry accounting by an investor that has the ability to exercise significant influence over the investment company and applies the equity method
of accounting to its investment in the entity. For example, notfor-profit organizations with investments in the common stock of
a for-profit entity that applies investment company accounting
pursuant to the SOP, wherein the not-for-profit organization’s investment qualifies for the equity method in conformity with APB
Opinion No. 18, should consider whether investment company
accounting should be retained in the financial statements of the
investor’s not-for-profit organization pursuant to the Investment
Companies Guide SCOPE SOP.
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.194 Furthermore, Chapter 8 of the NPO Guide permits investment portfolios (other than assets covered by FASB Statement No. 124, which must be reported at fair value) to be
reported at fair value in certain circumstances. Not-for-profit organizations that report investment portfolios at fair value in conformity with the NPO Guide would be permitted to continue to
do so.
.195 AcSEC expects to issue the SOP in the second quarter
of 2007, effective for fiscal years beginning on or after December
15, 2007, with earlier application encouraged. Readers should be
alert to the issuance of the final SOP.

AICPA Audit and Accounting Products and Services
AICPA

Web Site
.196 AICPA Online (www.aicpa.org) is the AICPA’s Web site
on the Internet. The site offers users the opportunity to stay
abreast of developments in accounting and auditing. Online resources include professional news, membership information,
state and federal legislative updates, AICPA press releases,
speeches, exposure drafts, and a list of links to other accountingand finance-related sites.
Order Department (Service Center Operations)
.197 To order AICPA products, call the AICPA Member Service Center at (888) 777-7077 or fax to (800) 362-5066. The
best times to call are 8:30 a.m. to 11:30 a.m. and 2:00 p.m. to
7:30 p.m., Eastern Standard Time. Also, visit the CPA2Biz Web
site at www.cpa2biz.com to obtain product information and
place online orders.
Industry Conference

.198 The AICPA National Not-For-Profit Industry Conference will be held on June 19 through June 21, 2007, in
Washington, D.C. at the Grand Hyatt Washington. For further
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information, call the AICPA CPE Conference Hotline at (888)
777-7077 or for a detailed brochure, log onto www.cpa2biz.com/
conferences.
Accounting and Auditing Technical Hotline

.199 The AICPA Technical Hotline answers members’ inquiries about accounting, auditing, attestation, compilation, and
review services. Call (888) 777-7077.
Ethics Hotline

.200 The AICPA Professional Ethics Team answers inquiries
concerning independence and other behavioral issues related to
the application of the AICPA Code of Professional Conduct. Call
(888) 777-7077.
AICPA Products of Interest to Not-for-Profit Organizations

.201 The AICPA offers a number of products specific to the
Not-for-Profit Industry. Among the available products are the
following:
• Paperback, Using Competition for Performance Improvement: A Resource for Practitioners Advising Governments and
Not-for-Profits (product no. 056507kk)
• Paperback, Guide to Fraud in Government and Not-forProfit Environments (product no. 091021kk)
• Paperback, Using the AICPA Audit and Accounting Guide
“Not-for-Profit Organizations” (product no. 012646kk)
• Paperback, Beyond Vision and Mission—Reaching Operations
and Financial Goals in Governments and NPOs (product
no. 056514kk)
• NPO Audit Committee Toolkit available at www.aicpa.org/
audcommctr/homepage.htm. A professionally printed
soft-cover book version of this Toolkit is also available for
purchase (product no. 991004kk).
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• Checklists and Illustrative Financial Statements for Not-forProfit Organizations (product no. 008986kk), a nonauthoritative publication designed to help those preparing reports
and financial statements of not-for-profits.
• Accounting Trends and Techniques—Not-for-Profit Organizations is a comprehensive Practice Aid (product no.
006616kk) that illustrates a wide variety of financial statement formats and disclosures for not-for-profits.
• Technical Practice Aids (TPAs) Sections 6140 and 6960
include questions and answers specifically pertaining to
not-for-profits. TPAs are available both as a subscription
service and in paperback form (product no. 005145kk).
Continuing Professional Education Courses

.202 The AICPA offers a number of continuing professional
education (CPE) courses related to not-for-profits, many of them
available for both group study and self-study. Among the available titles are the following:
• Accounting and Reporting Practices of Not-for-Profit Organizations (product no. 743274kk)
• Form 990: AICPA’s Answer to Unlocking the Tax Complexities (product no. 731058kk)
• Clever Cases on Current Complexities Confronting Governments & Not-for-Profits (product no. 731913kk)
• New! Religious and Other Faith-Based Nonprofits: Management, Tax, and Accounting (product no. 733170kk)
• Governmental & Nonprofit Annual Update (2006–2007
Edition) (product no. 731933kk)
• Not-For-Profit Organizations Strategic Briefing—2006/2007
CDROM (product no. 780081hskk)
• Fraud in the Governmental and Not-For-Profit Environments: What a Steal! (available in text [product no.
731922kk] and DVD [product no. 180923kk])
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• Advanced Accounting and Auditing Problems for NPOs
(product no. 731122kk)
• Advanced Auditing of HUD-Assisted Projects (product
no. 730192kk)
• Applying A-133 to Nonprofit and Governmental Organizations (product no. 730207kk)
• Audits of HUD-Assisted Projects (product no. 730297kk)
• Analytical Procedures for Nonprofit Organizations (product
no. 730223kk)
• Cost Allocation in Nonprofits: Who Gets It? (product no.
730415kk)
• Managing Nonprofit Organizations Like a Business (product
no. 730345kk)
• Nonprofit Auditing and Accounting Update (2006–2007
Edition) (available in text [product no. 732092kk] and
DVD [product no. 182073kk])
• Auditing Nonprofits: Tips and Traps (product no.
731523kk)
• Private Foundations: Mastering the Unique Tax Aspects
(product no. 732272kk)
• Solving Complex Single Audit Issues for Government and
Nonprofit Organizations (product no. 734410kk)
• Nonprofit Organizations: Guide to Advanced Tax Planning (product no. 736768kk)
• Workpaper Techniques for Government and Nonprofit
Organizations (product no. 732635kk)
• The Revised Yellow Book: Government Auditing Standards (product no. 736115kk)
• Not-for-Profit Accounting & Reporting From Start to Finish (product no. 732980kk)
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.203 For more information about AICPA CPE courses, call
the AICPA Member Service Center at (888) 777-7077 or visit
the AICPA Web site at www.aicpa.org.
Online CPE
.204 AICPA CPExpress (formerly InfoBytes), offered exclusively through CPA2Biz.com, is AICPA’s flagship online learning
product. AICPA CPExpress now offers a free trial subscription to
the entire product for up to 30 days. AICPA members pay $149
($369 nonmembers) for a new subscription and $119 ($319
nonmembers) for the annual renewal. Divided into one- and
two-credit courses that are available 24/7, AICPA CPExpress offers hundreds of hours of learning in a wide variety of topics. To
register or learn more, visit www.cpa2biz.com.
AICPA reSOURCE: Accounting and Auditing Literature

.205 AICPA has created your core accounting and auditing
library online. AICPA reSOURCE is now customizable to suit
your preferences or your firm’s needs. Or, if you prefer to have
access to the entire library—that’s available too. Get access—
anytime, anywhere—to the AICPA’s latest Professional Standards,
Technical Practice Aids, Audit and Accounting Guides (more
than 20), Audit Risk Alerts (more than 15), and Accounting
Trends & Techniques. To subscribe to this essential online service
for accounting professionals, go to www.cpa2biz.com.

References for Additional Guidance
.206 Auditors should also be aware of the economic, regulatory, and professional developments that may affect the audits
they perform, as described in the AICPA general Audit Risk
Alert—2006/07 (product no. 022336kk), and AICPA Compilation and Review 2006/07—Risk Alert (product no. 022307kk).
These Alerts may be obtained by calling the AICPA Member
Service Center at (888) 777-7077 or faxing a request to (800)
362-5066. Obtaining product information and placing online
orders can be done at www.cpa2biz.com. (The 2007/08 versions
of these publications will be issued later this year.)
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.207 Copies of FASB publications referred to in this document may be obtained directly from the FASB by calling the
FASB Order Department at (800) 748-0659.
.208 This Audit Risk Alert replaces Not-for-Profit Organizations Industry Developments—2006. The Not-for-Profit Organizations Industry Developments Audit Risk Alert is published
annually. As you encounter audit or industry issues that you believe warrant discussion in next year’s Alert, please feel free to
share them with us. Any other comments that you have about the
Alert would be appreciated. You may e-mail these comments to
ccole@aicpa.org or write to:
Christopher Cole, CPA, CFE
AICPA
Technical Manager
Accounting and Auditing Publications
220 Leigh Farm Road
Durham, NC 27707-8110
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.209
APPENDIX

Useful Internet Web Sites
If used properly, the Internet can be a valuable tool for auditors.
Through the Internet, auditors can access a wide variety of global
business information. For example, information is available relating to industry statistics, resources for not-for-profit organizations (NPOs) and their finance professionals, professional news,
state CPA society information, Internal Revenue Service (IRS)
information, software downloads, university research materials,
currency exchange rates, stock prices, annual reports, and legislative and regulatory initiatives. Not only are such materials accessible from the computer, but they are available at any time, often
free of charge.
A number of resources provide direct information, whereas others
may simply point to information inside and outside of the Internet. Auditors can use the Internet to:
• Obtain audit and accounting research information
• Obtain texts, such as audit programs
• Discuss audit issues with peers
• Communicate with audit clients
• Obtain information from a client’s Web site
• Obtain information on professional associations
There are caveats to keep in mind when using the Internet. Reliability varies considerably. Some information on the Internet has
not been reviewed or checked for accuracy; caution is advised
when accessing data from unknown or questionable sources. Although a vast amount of information is available on the Internet,
much of it may be of little or no value to auditors. Accordingly,
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auditors should learn to use search engines effectively to minimize the amount of time browsing through useless information.
The Internet is best used in tandem with other research tools, because it is unlikely that all desired research can be conducted
solely from Internet sources.
The following listing summarizes the various Web sites of many
of the organizations referred to in this Audit Risk Alert, as well as
others that auditors of not-for-profits may find useful.
Name of Site
American Institute
of CPAs

Accountant’s
Home Page
Action Without
Borders

American Society
of Association
Executives

BBB Wise Giving
Alliance

Board Source

The Chronicle of
Philanthropy

Content
Information for CPAs on
accounting, auditing, industry
activities, the activities of the
AICPA, and other matters
Resources for accountants
and financial and business
professionals
Includes a directory of notfor-profit organizations and
volunteering resources, a
newsletter on not-for-profit
organization issues, job
postings and frequently
asked questions
Provides resources to assist
association executives and
individuals from for-profit
companies that provide
products and services to the
association community
Promotes giving and helps
contributors obtain accurate
information about charitable
organizations
Resources to help strengthen
not-for-profit organization
boards of directors
Articles from the Chronicle
of Philanthropy newspaper
and links to other sites
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Internet Address
www.aicpa.org

www.computercpa.com

www.idealist.org

www.asaecenter.org

www.give.org

www.boardsource.org

www.philanthropy.com
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Name of Site
CompassPoint
Nonprofit Services

Council on
Foundations

CPAnet
Department of
Housing and Urban
Development:
Office of Inspector
General
Real Estate
Assessment Center
Financial Accounting
Standards Board
FedWorld.Gov

The Foundation
Center
Giving Institute

Government
Accountability Office
Guidestar

Hoovers Online

Content
Workshops, consulting,
publications, and other
information and resources
of interest to managers of
not-for-profit organizations
Includes research, publications,
and other information of
interest to foundations and
corporate donors
Links to other Web sites of
interest to CPAs
Information on programs,
resources, and other matters

Information on the activities
of this standard-setting body
U.S. Department of
Commerce sponsored site
providing access to
government publications
Information for not-for-profit
organizations, donors, and
researchers
American Association of
Fund-Raising Counsel
sponsored site providing
information trends in giving
and sources of support
Policy and guidance
materials, reports on
federal agency major rules
Information on not-for-profit
organizations and news and
resources for not-for-profit
organizations and donors
Online information on
various companies and
industries

Internet Address
www.compasspoint.org

www.cof.org

www.cpanet.com
www.hud.gov
www.hud.gov/
offices/oig
www.hud.gov/
offices/reac
www.fasb.org
www.fedworld.gov

www.fdncenter.org

www.aafrc.org

www.gao.gov

www.guidestar.org

www.hoovers.com

(continued)
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Name of Site
Independent Sector

Information for
Tax-Exempt
Organizations
(an IRS site)
Management
Assistance Program
for Nonprofits
National Association
of College and
University Business
Officers

National Committee
On Planned Giving
Public Company
Accounting Oversight
Board (PCAOB)
The National
Center for
Charitable Statistics
The Nonprofit
Resource Center

The Nonprofit Risk
Management Center
The Nonprofit
Times Online
Tax Analysts Online
U.S. Department
of Education

Content
A forum to encourage giving,
volunteering, not-for-profit
initiative, and citizen action
A Treasury Department site
providing information and
answers to frequently asked
questions regarding tax-exempt
organizations
Includes the Nonprofit
Manager’s Library and
other resources
Provides information
geared to colleges and
universities, including
accounting tutorials on
specific situations
encountered in higher
education accounting
Provides information and
resources regarding
charitable planned gifts
Information on accounting
and auditing, the activities
of the PCAOB, and other
matters
Provides statistics on
revenue and expenses of
not-for-profit organizations
Information and links to
other sites covering financial
management, governance,
legal, and other matters
Provides information to help
not-for-profit organizations
control their risks
Articles from the Nonprofit
Times newspaper and links
to other sites
Provides information on
current tax developments
Information on programs,
resources, and other matters

68

Internet Address
www.
independentsector.org
www.irs.gov

www.
mapfornonprofits.org
www.nacubo.org

www.ncpg.org

www.pcaobus.org

www.nccs.urban.org

www.not-for-profit.org

www.nonprofitrisk.org

www.nptimes.com

www.tax.org
www.ed.gov
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Name of Site
U.S. Tax Code
Online
U.S. Office of
Management and
Budget
Vision Project

Content

Internet Address

A complete text of the
U.S. Tax Code
OMB information and
literature

www.fourmilab.ch/
uscode/26usc
www.whitehouse.gov/
OMB

Information on the
profession’s Vision Project

www.cpavision.org

69

